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To Our Valued Shareholders:

This year marked the first time in our almost thirty year’s existence that we eclipsed the
$50 million mark in sales. [ can say with the utmost confidence that it will not take

nearly as long to ‘reach the next fifty.

Although we contmued to expand our core businesses through mcreased sales penetratlon

at current customers as well as developing new business relationships, our profit margins.
continued to be negatively impacted by a few select outside factors. First and foremost

was the London Robusta Market’s surge this year which took prices to eight year highs.
‘This anomaly. took the industry by surprise and it took while for the roasting community
to react and adapt to these hlgher costs. [am pleased to report that we have since been
able to implement two aggresswe price hikes: one in October of 2006 and the second in
January of this year. We believe these price increases should retum our gross margins to
more historical levels.

We also have begun to see the potential in our-Generations Coffee joint venture. The
facility is now complétely operational and we expect to make an impact in the upscale
- coffee grocery category during 2007. Generatlons has been given the opportunity to bid
on several large national contracts and has also been awarded business packaging organic
coffees for several new retall accounts.” On the other hand, our Florida joint venture, Café
La Rica, has not fared as well. ‘After incurring significant losses, we dissolved Café la
Rica and Tequested an orderly winding up of its business and the liquidation of its assets.
Our’joint venture partner has challenged the dissolution and the dispute is ‘now in
lmganon

On balance, we look forward to another successful year, although we realize success is
measured by various standards. We remain dlsappomted in our stock’scurrent price, but.

we believe it does not truly reflect the valug, performance and potentlal of our company.
Regardless, we aifn to contmue to cultivate and grow our business to the best of our
‘ capabilities.

“We thank you for your continued support and patience. We believe both will be
" rewarded in the near future. '

Sincerely, - --

Andrew Gerdon_ ‘ o - .
President & CEO ‘ -
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c . : ‘ PARTI - ‘ .

ITEM 1. BUSINESS . . . ,

General Overview

W . or

Producrs and Operatmns We are an mlegraled whulesale coﬁ'ee roaster and dealer in the Umted Statcs Our core producls can’ be dmded mto three..

v

A PRO - A . an

categories:

s

¢ Wholesale Green Coffee: unroasted raw beans imported from around the world and sold to ]arg'E and small roasters and coffee shop operators;
L i : - (RS . 1t

L DL

. ' . P T . . . Lo
o Private Label Coffee: coffee roasted, blended, packaged and sold under the specifications and names of others, including supermarkets that want to
have their own brand nizme on coffee to compete with national brands; and ' '

o Branded Coffee: coffee roasted and blended to our own specifications and packaged and sold under our seven brand names in different segments of
the market. . . .

L

_Qur private label and branded coffee products are sold throughout the United States and Canada to supcrmarkels wholesalers, and mdmdually owned

and multi-unit retail customers. Our unprecessed green coffee, which includes over 70 types of coftee from all over the worid isseld 1o specialty gourmet “

roasters,

We conduct our operations in accordance with strict freshness and quality standards. All of our private label and branded coffee is produced from hlgh
quality coffee beans that are deep roasted for full flavor using a slow roasting process that has been perfected utilizing our more than thirty ¥ years of experience in
the coffee industry. In order to ensure freshness, our products are delivered to our customers within 72 hours of roasting. We believe that our long hlslory has

+

enabled us to develop a loyal customer base.

. ¥ - - We were founded and incorporated in New York State in 1971 and have been a family operated business for over 30 years. In 1998, we merged with
Transpacific International Group Corp. and became a Nevada corporation. In May 2005, we concluded our initial public offering and our common stock began
lradmg on the American Stock Exchange under the symbol “JVA.” Our fiscal year ends on October 31, "~ ¢ 5 Thos T

v '! e

*'. *Our corporate offices are located at 4401 First Avenue, Brooklyn, New York 11232, Our lelephonc number is (718) 832-0800 and our webstte address
-is www.coffeeholding.com. . '

. Our Competitive Strengths

To achieve our growth objectives described below, we intend to leverage the following competitive strengths: |
- l
National Distribution with Capacity For Growth. From 1991 to 2004, we expanded our dlstrlbuuon to a national platform while operating from ‘only
our East Coast location by making capital investments to improve our roasting, packaging and fulfillment infrastructure to suppcrt the production and distribution
of large quantities of fresh coffee products throughout the United States. In February 2004, we acquired certain assets of | Premier Roaslers a roasler-dealer
located in La Junta, Colorado, for $825,000. The assets purchased by us include all of the operating equipment located at Premler Roastcrs La Junta and Rocky
Ford Colorado locations, as well as all labels for all of Premier Roasters’ coffee products, In connection with Lhe acqmsmon of these assels, we reached an
K agreernent with the City of La Junta, Colorado on a 20-year lease for a 50,000 square foot facility in La Junta ‘We are using the assets that we purchased to
. expand our integrated wholesale coffee roaster and dealer operations in the Western United States. By operaung out of two facilities, we have gained new
- economies of scale in both manufacturing and logistical efficiencies and are confident that we can compete aggresswcly throughout the United States. These two
facilities allow us to reduce our freight and shipping costs to the Western United States, thereby enabling us to be more competitive in bidding for néw busmess

v
In addition, our presence in Colorado has increased the number of potential customers we have because of our proximity to the West Coast.




I In March 2006 we emered into aJomt venture wnh Coffee Bean Trading-Roasting LLC and formed Café La-Rica, LLC a Delaware limited 11ab11|ty
company The joint venture engages in the roasting, packagmg and sale of the Café La Rica brand coffee and other branded and food service coffee products in
Miami, Florida. We own 50% of the joint venture and are the primary supplier of its coffee inventory. In April 2006, the Company and Caruso's Coffee of
Brecksvﬂle, Ohio and formed Generations Coffee Company, LLC, a Delaware limited liability company,-which \nll engage in the roasting, packaging and sale ™
of pnvate label spccralty coffee products. We own 60% of the jOll‘lt venture and are the exclusive supplier of its cofl'ee inventory. We believe that the Generations
Coffee joint venture will allow us to bid on ' the prwate label gourmet whole bean business we have not been equlpped to pursue from an operatlona] standpeint i in
-the past. With this spec1alty roastmg famllty in p!ace in many cases nght il the backyard of our most important wholesale and reta:l customers, we believe that .
we are in an ideal position to combine our. current canned private label busmess with high-end private label speciaity whole bean business. Hrgh-end specmlly
whole bean coffee sells for as much as three times more per pound than the canned coffees in which we currently specialize.

Pasmoned te Prof Ttably Grow Thmugh Varymg (% ycles of the Coffee Market. We beheve lhat we are one of the few coffee companles to offer a broad
- array of branded and private label roasted ;,round coffees and wholesale green coffee across the spectrum of consumer tastes, preferences and price po:nts Whlle
. many of‘ our compeutors engage in dlStlnCl segments of the coffee busmcss we sell products in each of lhe followmg areas: Tt
. . .

. Relail branded .c.off'ee_; o

» Reil private labei coffee

x R

v _1 J,‘ thlesale s_pegialiy éreenfaﬁd gourmet whole bean coffees;

Food service;

p‘n T i
‘ N

Instant coffees; and

v Niche nroducts.

Our branded and private label roasted ground coffees are sold predominantly at competitive and value price levels while some of our other branded and
specialty coffees are sold predominantly at the premium price levels. Premium price level coffee is high-quality gourmet coffee, such as AA Arabica coffee, . 3
. whichsellsata subslanual premium over traditional retarl canned coffee, while competitive and value price level coffee is mainstream or traditional canned AR
cofl'ee Because of this’ diversification, we believe that our profitbility is not dependent on any one area nf'lhe coffee industry and, therefore, is less scnSIllve %
than our competmon to potemlal coffee commod]ty price and overall economic volatility. . . . . . -




N

- “Wholesale Green Coffee Market Presence. As a large roaster/dealer of green coffee, we believe that we are favorably positioned to increase our .
“specialty coffee sales. Since 1998, we have increased the number of our wholesale green coffee customers, including coffee houses, single store operators, rna]l

- Coffee stores and mail order sellers, by 93% from 150 to 290. We are a charter member of the Specialty Coffee Association of Ameérica and one of the largest.

d1stnbutors of Swiss Water Processed Decaffeinated Coffees along the East Coast. In addition; although we do not-have any formalized, material agreements or :
long-term contracts with it, we have a 16-year relationship with Green Mountain Coffee Roasters, our largest wholesale green coffee customer. Our 30-plus years
. of experience as a roaster and a dealer of green-coffee allows us to provide our roasting experience as a value added service to our gourmet roaster customers.

- The assistance we provide to our customers includes training, coffee blending and market identification. We believe that our relatmnshlps with wholesale green
coffee customers and our focus on selling green coffee as a wholesaler has enabled us to participate in the growth of the specmlty coffee market while mltlgatmg
the risks associated with the competitive retail specialty coffee environment. '

Drverse Portfolio of Differentiated Branded Caffees. Currently, our highest net profit margin is on our branded toffees. We have amassed a ponfollo of

| five propnetary name brands sold to supermarkets, wholesalers and individually-owned stores in the United States, including brands for specialty espresso, "Latin,

espresso, [talian espresso, 100% Colombian coffee and blended coffee. In addition, we have entered into a licensing agreement ‘with Del Monte Corporation for

“.the exclusive right to use the S&W and . CLASSICO trademarks in the United States and other countries approved by Del Monte Corporauon in connection

with the productron manufacture and sale of roasted whole bean and ground coffee for distribution to retail-customers. We. plan to broaden our customer base
and increase penetration with existing customers by expanding the S&W label from a well-known brand on the West Coast to a well-known brand throughout the
_United States, Our existing portfolio of differentiated brands combined with cur management expertise serve as a platform to add addmonal name brands through
acqulsmon or licensing agreements which target product niches and segments that do not compete with our existing brands.

Iy *

Managemem Has Extensive Experience in the Caffee Industry. We have been a family operated business for thiee generations. Througheut this time,” -

" we have remained profitable through varying cycles in the coffee industry and the economy. Andrew Gordon, our President, Chiéf Executive Officer and Chief
Financial Officer, and David Gordon, our Executive Vice President - Operations, have worked with Coffee Holding for 24 and 26 years, respecuve]y David -
Gordon is an original member of the $pecialty Coffee Association of America, We believe that our employees and management are dedicated to our vision and
mission, which is to produce high quality products, as well as to provide quality and responsive service to our customers.

Our Growth Strategy

We believe that significant growth opportunities exist by selectively pursuing strategic acquisitions and alliances, targeting the rapidly growmg Hispanic ’
market in the United States, increasing penetration with existing customers by adding new products, and developing our food service business. By capitalizing on .

this strategy, we hope to continue to grow our business with our commitment to quality and personalized service to our customers. We do not intend to compele
on price-alone nor do we intend to expand sales at the expense of profitability. :




. Selee.rwely Pursue Straregrc Acqmsmons and Alliances, We intend to expand our operations by acquiring coffee companies, seekmg strateglc alltances ff
and acquiring or licensing’ brands which complement our business objectives, Consistent with this strategy, in February 2004, we acquired certain assets of PR
. Prémiér Roasters and entered into a licensing agreement with Del Monte Corporation for the exclusrve right to use the S&W and IL CLASSICO trademarks * —‘ .
.7 7 including Premium, Premium Decaf, French Roast, Colomblan Colombian Decaf, Swiss Water Decaf Kona, and Mellow'd Roast lines, in the Umted States and‘
~other countries approved by Del Monte Corporatton in eonnectron w1th the production, manufacture and sale of roasted whole bean and ground coffee for'vv,
drstnbutlon at the retail’ level‘ Pt P - . e RO et _ . S v

ln March 2006 we entered into & Jomt venture wrth Coffee Bean Tradmg—Roastmg LLC and formed Café La Rica, LLC The joint venture engages in *
the roasting, packagtng and sale of the Cafe LaRica brand coffee and other branded and' food service ‘coffee produets in Miam, Florida. In Apnl 2006, we "-< ,
entered into a Jomt venture w1th Caruso’ s Coffee of. Breekswlle Ohio and formed Generations Coffee Company, L1.C, which will engage in the roasting, 1,
packagmg and sale of pnvate label: specra[ty coffee products We intend té further.expand the market presence of our. branded products outsrde our prlmary
Northeastern Umted States market through other acqu1smons and strategic alliances as opportunmes arise, - : d

. S JE A IR ,-:’ (R IR r!,,, ,;

[EE" oo : Woh s

Grow Our C'nfé Canbe Product. T‘he Hlspanlc populanon in the United States is growmg at'nine times the average rate and now represents the !argest ’
R mmonty demographrc 1n the Umted States; accordmg 102000 census data We'bélieve there i5 significant opportunity for,our Cafe Caribe brand to gain market
| '. share’ among Hlspantc consumers m'the Unrted States Café Caribe, whlch has htstorlcally been our leading brand by revenue 1s a spec1alty espresso coffes thal

B

targets espresso coffee drmkers and m partrcular Hrspamc consumers W - C L N .

‘ R . EAT R - oL T, S - . . ".'l‘,'.f;

L' *

K ) ', Gt Furt‘her Market‘ Penetrarmn af Our Nrche Pmducrs We mtend to capture addltlonal market share through our ex1st|ng drstrtbutlon channels by

2 electwely addtng or mtroclucmg new brand names and products across mulnple pnce po1nts mcludtng e . ' - '_ """
h LA REEE TR T 'p,’r e .,‘- : ." LA . . B " ! N A <t e, Lt
i "o} Spectalty blends Lo cLoo ’ ' : - ' : ’ R
- Tt LG T RPRPRTEN NSNS [P o ¢ 0 A . . . [ [ ' N . Lo e, T T
¥ 8 LA ) -
. . Prlvate label “valuef‘ blends and trial-sized mini-brick packages; . o ) R
T P e 'u . o
v . ..cd . ola Specialtyinstant coffees; o ;- ol . . t ‘ . -
T .nl‘k“. * ) . _‘.;‘ . i ’ ) ‘
ST e ] ‘qsln_stant cappuccinos and hot chocolates; and S ‘ . C
.- R '.“ . . o . - - ar - Lo - . - -
-, L. e Tealine products. S . . . _ s
- ; LR cy . .
e ' =l
: In 2004 we establlshed relatlonshtps wrth addmonal mdependent sales brokers to market our products on a national scale. e .

x .2 S T .-

) N Develap Our Faod Service Busmess. We plan to expand further into the food servtce business by developing new dtsmbutron channels for 6ur » -

" products. Currently, we. have a limited presence in the food service market. In 2003, we began markeling our upscale restaurant and Colombian coffee brands fo
hotels, restaurants office coffee services compames and other, fodd sérvice retailers. In addition, we have expanded our food service offerings to include instant
W cappuccmos tea products and jan equlpment program for our customers We attend at least ten annual trade shows held by various buying groups which provrde
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£

o Y Our Core Products . : , : . .

.

- Qur core products can be divided into'three categories: ' e ) ’ |
B . ' . | ) : .
o Wholesale Green Coffee: unroasted raw bea'ne imported from around the world and sold 1o'large and small roasters and coffee shop operators; t

LA

want 1o have their own brand name on coffcc to compete with national brands; and :

-

s Private Label Coffee: coffee roastcd b]ended packaged and sold uinder the. specifications and names. of othcrs mcludmg supermarkels that © |,

o Branded Coffee: coffee roasted and blended to our own specifications and sold under our seven brand names in dlfferent segments of the . - }
market. : : ’

Wholesale Green Coffee. The specialty green coffee market represents the fastest growmg area of our industry. The number of gourmet coffee houses
have been increasing in all areas of the United States. The growth in specialty coffee sales has created a marketplace for h1gher quallty and dlffercntlated )
pmducts which can be priced at a premium in the marketplace. As a large roaster/dealér of green coffee, we are favorably posmoned o mcrease our specla]ty R
coffee salcs We sell green coffee beans to small roasters and coffee shop operators located throughout the United States and carry over 70 different vanetles
Specmlty green coffee beans are sold unroasted, direct from warehouses to small roasters and gourinet coffee shop operators-which-then roast the beans
themselves. We sell from as little as one bag (132 pounds) to a full trickload (44,000 pounds) depending on the size and need of the customer. We believe that
we can increase sales of wholesale green coffee without venturing into the hlghly competitive retail spec:alty coffee cnvtronment and that we can bc as proﬁtab]e
oF more prof'table than our competmon in this segment by, se]lmg one bag at a time” rather than “one cup at a time."

. Private Label Coffee. We roasl, blend, package and sell coffee under.private labels for companies throughout the United States and Canada Our pnvate , 1 N
- “label- cof'fee is sold in cans, brick packages and instants in’ ‘a variety of sizes. As of October 31, 2006, we supplied coffee under approxlmately 47 different labels ;™ -, "
to wholesalers and retailers, including Supervalu, C&S Wholesale and Nash Finch, three of the largest grocery wholesalers in North America according to . :
Private Label Magazine. We produce private label coffee for customers. “Who desire to sell coffee under their own name but do not want 10 engage in the
manufacturing process. Our private label customers seek a quahty 51m1lar to the national brands at a lower cost, wh:ch represents a better vahie for the consumer.

Branded Coffee. We roast and biend our branded coffee accotding to our own recipes and package the cotfee at our facilities in Broéklyn, New York e

and La'Junta, Colorado. We then sell the packaged coffee under our brand labels to supermarkets, wholesalers and |nd|v1dually owned stores throughout the }
.~ United States. ‘ . : . . ;

We hold trademarks for each of our propnetary na ’e brands and havc the cxcluswe right to use the S&W and IL CLASSICO tradcmarks in the United
States in connection with the production, manufacture and salc of roasted whole bean and ground coffee for distribution at the retall level, For further |nformat|on %

: |
' regardmg our trademark rights, see “Busmess Trademarlcs whe e - i “ .
b

Each of our name brands is dlrected ata pamcular segment of the coffee market. Qur, branded coffecs ares T
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. S&W is an upscale canned coffee estabhshed in 1921. and mc]udes Premlum Premlum Decaf French Roast, Colombian,. Colomblan Decaf' -
Swiss Water Decaf, Kona, Mellow‘d Roast a.nd L CLASSICO lmes, L S e oo ’

. . ' P . N . . N
. 3 Ce. v .. N St <L

v o Cafe Suprema is a specialty espresso that targets espresso dnnkers of a]l backgrounds and tastes: It is des:gned 1o mtroduce coffee dnnkers to

. . - N D .
A . . . _ - . -
- . ) N

. .'4_'-'_‘4-‘ ,thetastesofdarkroastedcoffee I SE T o L -

Coy .

e ' Qo= o-Don Mamrel is. produced from the finest 100% Colomblan coffee. bea.ns Don Manuel is an upsca]e qualrty product whrch commands a
. substantial premium compared to the. more traditional brown coffee. blends We: also use thls known uademark in our food service busmess e

' because of the high brand quality; - . : - Lt : o .

- A B . . . I

P o8- il : 3 Wi 4

5 . e Fifth Avenue is a blended coffee that has become popular as an alternative for consumers, who purchase private ]abe] or naticnal. branded,-
o - coffee. We'also market this brand to wholesalers who do not wish to undertake the’ expense of deve]opmg a private label coffee progrnm under |

- thetr own name;

- T . W T
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2. c.e Via Roma isan Italian espresso targeted at the more tradltlonal espresso drmker and o o . e o . ;
P > e . ) ,h“ ., “‘H: - . B Coa .o IR o [ i I ’r;‘, -
. Il CLASSICO is an S&W brand espresso product v B O o . R
Othér Products,:' T coF e T A oo

We also oﬂ'er several ruche products mcludlng
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. instant'cappuccinos and hot chocolates; and . : ,
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Coffee isa commodlty traded on the Commodities and Futures Exchange subject to price fluctuations. Over the past fi ive yea.rs the average pnce per.
pound of coffee beans ranged from approximatety $0. 43 1081 45 The price for coffee beans on the commiodities market as of October 31, 2006 was $1.08 per

4 pound. Specralty green coffee, unlike most coffee, is not tied dlrectly to the commodltles cash markets Instead it tends to trade on a negotiated basis at a -
substanna] prernium over r commodity coffee pricing, dependmg on the origin, supply and demand at the trme of purchase ‘We are a licensed Fair Trade dealer of ~
. Fair Trade certified coffee. Fair Trade cemﬁed coffee helps small coffee fanners to mcrease thelr incomes and i 1mprove the prospects of their communities and ’
' families by | guaranteemg farmers a mtmmum price of five cents above the current market price. Although we may purcha.se Fair Trade cemﬁed coffee from time
1o tim¢, we are not obllgated to do so and we do not have any commitments to purchase Fair Trade certlﬁed coﬂ“ee All of our spec:a]ty green coffees, as, well as .
' .all of the other coﬂees we 1mport for roastmg, are subject to mulnple levelsof quahty control B . . . .

'
A W o . . '. e + -
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We purchase our green eoffee from dealers located primarily within the Umted States The dealers supply us w1th coﬁ“ee beans from many countnes

’mcludlng Colombia, Mexico, Keiya, Indonesis, Brazil and Uganda. In, ﬁscal 2006 substantlally all-of our green coffee purchases were from ten suppliers, ‘which

- accounted for approx:mate]y $35.3 million; or 77% of our total product purchases One of these supplters Rothfos Corporanon accounted for approximately

-

" .$13.8 million, or 30% of our total product purchases An employee of Rothfes Corporat]on is one of our directors. Another of these supphers Atlantic (USA)
_Inc., accounted for approxrmate]y $4.8 million, or 0% of our total product purchases We do not have any formahzed, material” agreements or long-term

contracts with 1 any of these sippliers, Rather, our purchases are typically made pursuant to “individual purchase orders. We do not believe that the loss of any one -

. supplier, mcludmg Rothfos, woulcl have a matenal adverse effect on our operattons due, to the availability of alternate suppliers. .

]
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28 Thc supply and price of coffee beans are subject to volatility.and are influenced by numerous factors which are beyond our control. Supply and price
can bc affected by factors such as weather, -politics and economics in the coffee exporting countries. Increases in the cost of coffee beans can, to a certain extent,

" be passed on to our customers in the form of higher. pnces for coffee beans and processed coffee. Drastic or prolonged increases in coffee prices could also

adversely impact our business as it could Iead to a decling in overall consumption of coﬁ'ee Similarly, rapid decreasts in the cost of coffee beans could force us

".th lower our sale prices before realizing cost reductions in our purchases.

U We subject all of our private unroast.ed gmen coffee to both a pre-shipment sample approval and an addmonal sample approval upon amrival into the
Umted States. Once the arrival sample is approved we then bring the coffee to one of ur-facilities to roast and blend according to our own strict specifications.

} ‘ During the roasting and blending process, samples are pulled off the production ling and tested on an hourly basis to ensure that each batch roasted is consistent -
: ! with l.he others and meets the strict quality sta.ndards demanded by our customers and us. .

~ o~

’
Our Use of Derwatwes
.

PRE . .

Historically; we have used shon term col‘fee fumres and options contracts pnmanly for the purposc of partially hedging arid minimizing the effects of

PO
‘.-Q» i

IRE

chaﬁgmg green coffee prices. We acqmre futures contracts with lenger terms (generally three to four mionths) primarily for the purpose of guaranteeing an

adequate supply of green cofTee. The use of these denvanve financial instruments has enabled us to mitigate the effect of changing prices although we generally

: remam exposed to loss when prices decline sngmﬁcamly in a short period of time or remain at higher levels, preventing us from obtaining inventory at faverable

pnces We generally have been able to pass green coffee price increases through 1o customers, thereby mamtammg our gross profits. However, we cannot predlctr

. whether we will be able to pass inventory price increases through to our customers in the future. See “Quantitative and Qualitative Disclosures About Market -

Risk- Commaduy Price Risks.” g,
B . Trademarks Sl CSEe i ‘ '

We hold trademarks, reglslcred with the Umr.ed States Office of Patem and Trademark, for al! five of our proprietary coffee brands and an exclusive -

our, registrations. We believe that our brands are recognizable in the marketplace and that brand recognition is important to the success of our branded coffee

" business.

‘-C'usytomers‘ :
. ) o vt L ;
.. Wesell our private label and our branded cofTee to thiee of the largest wholesalers in the United States (according to Supermarket News} and are the
"exclusive coffee supplier for Supervalu and Nash Finch Co., the largest and fourth largest wholesalers in the United States. We sell wholesale green coffee to
. Green Moumam Coffee Roasters. Sales to Supervalu, Topco/Shurfine and Green Mountain Coffee Roasters accounted for approximately $3.2 million, or 6%,

. $3.0 million, jor 6%, and $15.8 million, or 31% of our net sales for the fiscal year ended October 31, 2006 and $3.0 million, or 8%, $2.7 million, or 6%, and 11.3
'_ rmllmn or 28%, for the fiscal year ended October 31, 2003, respectively.

- L Lt . o .
LT M W

hcense for S&W and IL CLASSICO brands for sale in the United States. Trademark registrations are subject to periodic renewal and wé anticipate maintaining .-
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.. children and their famrhes in coffee-growmg communities in Mexrco Guatema!a Nrcaragua and Costa cha

s

1he rurai coffee growing’ communmes of Mexico.
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We evalua!e opponumues for growth consistent with our busmess Ob_IEClIVES “We have establlshed re]auonsh:ps with mdependent sales brokers to %
S -*market dur products in the- Western United:States, an area of the country where we have not had 4 high penetrauon of sales. We have also hired a Florida sales‘- '
B manager to mcrease our pnvate label and branded coffee sales in Florida. In addition, we employ 2 West Coast Brand Manager who markets our.S&W and i
N CLASSICO brands as well as our other branded and pnvate label coffee products We intend to capture addmonal market shate i in otlr exrstmg distribution’ -
channels by selectlvely addmg or introduting new brand names and products across mulnp]e price points, mciudmg mche specmlty blends pnvate label “value” i
'; ‘blends and mini-brick, fi Iler packages instant cappuccmos and tea line products We also intend to add spec:alty :nstanl cof'fees to our extensive line of i instant ok ;

. PSS

SRS Bt

JT;- ,'L. i

J ' We market our private label and wholesale coffee :hrough lrade shows, 1ndustry publications, face to- face comact and through the use of ouf mtemal‘

. sales force and non-exclusrve independent food and beverage sales brokers. We also usé our web site (www coffeeholdmg com) asa method of markelmg our,
coffee producls and ourselves . -

.t

. . \B

;o +*. v " Although'our agreements with wholesa]e customers generalty contain only pricing terms, our contracts wnth certain customers :ncludmg Supervalu, also
- contain minimum and maximum purchase obligations- at fixed prices. Because our profits on a fi xed-pnce contract’ could decline if coffec prices increased, we s,

. acqurre futures contracts with longer terms (generally three to four months) primarily for the purpose of guaranteemg an adequate supply of green coffee at:

i favorable prices. Although the use of these derivative financial instruments has enabled us to mmgate the effect of changing prices, no strategy is effective to A

elnrmnale the pricing risks and we general]y remain exposed to loss when prices change sngmﬁcamly ina short penod of tlme and we generally remain exposed -

to supply risk in the event of non~performance by the counter—pames 0 any fumres contracts.

3.-.‘.

1‘\

s T For our pnvate label and branded coffees, we wrll from time to time in eon_[uncuon with retarlers and wnh wholesalers, conduct in-store promouons, e
oo o such as product demonstranons coupons pnce reductions, two-for-one sales and new product Iaunches to capture ehangmg consumer taste preference for i ,r
' upsca]e canned coffees. .- - . . " :

“» Weare members of Grounds for Health, an organization that educates ‘screens, and arranges treatment for women who have cancer and livein- -

.

. Weare a Ilcensed Falr Trade dealer of Fair Trade certified coffee Fair Trade helps small coffee fanners to increase therr mcomes and 1mprove -
the prospects of therr communities and families. Tt guammees farmers a minimum price of s17 26 per pound ot five cents above 1he current




) 'Corﬁpetition

LoAR

. Government Regulation : 5 ) _ i

v

. s Most recently, we are the administrative benefactors to a new non-profit organization called Cup for Education. After discovering the lack of
v schools, teachers, and basic fundamental leamning supplies in the poor coffee growing communities of Central'and Latin-America, “Cup” was
established by our employee, Karen Gorden, to help build schools, sponsor teachers, and purchase basic supplies‘such as books, chalk and

1 . other necessities for a proper education. . ' :

- . . ' 1
~The cof_fee market is highly competitive. We compete in the following areas: o . . N

PO “ . +

cvé do, However, we believe that we have both the knowledge and the capability to assist small specialty gourmet coffee roasters with developing and growing
their business. Our 30-plus years of experience as & roaster and a dealer of green coffee allows us to provide our roasting experience as a value added serviceto ¢
our gourmet roaster customers. While other coffee merchanis may be able to offer lower prices for coffee beans, we market ourselves as a vn!ue-added supplier

]
;
|
I
!
|
. . . I
Wholesale Green C affee. There are many green coffee dealers throughout the United States. Many of these dealers have greater financial resources than :
!
1
- to small roasters, with the ab:]rty 1o help, them market their specialty eoﬁ'ee products and develop a customer base. The assistance we provrde our customers %

+

: mcludes training, coffee blending and market identification, Because SpeClall’y green coffee beans are sold unroasted to small coffee shops and roasters, that -

market their pmducls to local gourmet customers, we do not believe that our spectalty green coffee eustomers compete with our private Iabet or branded coffee
lmes of busmess 4

N . i~ PP . - oA
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Prwa!e Label Compenrmn. There are seveml major producers of coffee for private Iabel sale in the Umted Slates Many other companies produce
" coffee for sale on a regional basis. Our main competrtors are The Kroger.Co. and the former coffee division of Sara Lee Corporation which was recently, ,

"purchased by Segafredo Zanetti Group Both The Kroger Co. and the former Sara Lee division are ]arger and have more ﬁnancral and other resources than we do

. and therefore are able to devote more resources to product deve]oprnent and marketing. We believe that we remain compemwe by providing a hrgh level of .

qua]ny and customer service. Thrs semce mcludes ensunng that the coffee produced for each- label maintains a consrstent taste and is delwered on ‘time and in
‘ the proper quammes In addmon we provude our private label customers with information on the coffee market ona regular ba.ms :

Branded Campenrmn. Our propnetary brand ‘coffees compete Wlth many other brands that are sold in superrnarkels a.nd specnalty stores, primarily in Lhe
, Northeastern United States. The branded coffee market in both the Norttieadt and elsewhére is dominated by three large compames Kraft Geneml Foods, Inc.,
The Procter & Gamble Company and the former coffee dw151on of Sara Lee Corporauon which was recemly purchased by Segafredo Zanetti Group, who also
market specialty coffee in addition to non specialty coffee’ Our large compemors have greater aceess to capitaland &’ greater ability fo conduct marketing and -
promonons We believe that, while our compemors brands may be more nationally recognizable, our Café Caribe brand is competmve in the fast growing
Hrspamc demographnc and our S&W brand has been a popular and recogmzable brand on the West Coast for over 80 years. ' o .

- o~

Our coffee roasting operations are subject to various governmental laws and regulations, which reciuire us to obain licenses, relating to customs, health
and safety, building and land use, and envrronmenml protection. Cur roasting facility is subject to state and local air-quality and emissions regulation, If we-
eneoumer difficulties in obtaining any necessary licenses or if we have difficulty complying with' these laws and régulations, then we could be subject to fines
and penalues which could have a material adverse eﬂ”ect on our profi tabnhty In addition, our product oﬂ'enngs could be limited, thereby reducing our revenues.
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We believe that we are in compliance in-all material respects with all such laws and regulations and that we have obtained all materiat licenses and

permits that are required for the operation of our busmess We are not aware of any env:ronmenml regulatlons that have or that we believe will have a material
adverse effect on our operations. o S e e e T

Employees

We have 79 full-time employees 59 of whom are employed in the areas of coffee roasting, blending and packaging and 20 of whom are in
administration and sales. None of our employees are represented by unions or collective bargaining agreements. “Our management believes that we maintain a

good working relationship with our employees: To supplement our internal sales staff, we sometimes use independent national and regxonal sales brokers who
work on a commission basis. . '
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TAn mvestmem inour, comimon stock is SubJEC[ to fisks inherent in dur business, Before makmg an investment decision, you should carefully cons:der

the risks and uncertainties described below together with all of the other infermation included in this réport. In addition to the risks and uncertainties described

below, other risks and uncertainties not currently known to us or that we currently deem to be immaterial also may materieily and adversely affect our business, '

financial condition and results of operations. The value or markel price of our common slock could decline due 1o any of these identifi ed or ather nsks and you
could lose all of your investment. ) ‘ Lo

e
.

RiskFac;ors'Affe'etingpurCompany ~ : o ' o o B ' A

Because our busmess is h:gh{v dependem upan a single cammadxty. coffee, any decrease in demand far cojfee com’d malermlly adversely ajfeet our

revenues and praf fability. Our busmess is centered on essennal]y one commodlty coffee. Our opemnons have prlmanly focused on the followmg areas of thc !
coffee industry: - : . . . .

" s the roasting, blending, packaging an_c_{ distribution of private label coffee; S

. the'_'r“qqstiﬁ-g? Blepdihg, gzicf(ggin_g pgfi;_distribution of pr_opﬁe;ary branded coffee; and o
e the sale of wholesale s;)ecial_tjgreen::offee. . . . ) . - . R

Demand for our products is affected by: . _"" e T

» consumer tastes and preferences; .. ) ‘. , S R L.
' - 2. . ' . 1 . L e L. . ) . '
« national, regional and local economic conditions;
i . ; . . . P - L . Lo . "
: ' A i o * 1
» demographic trends;and .© [ ¢, - . : .

« the type, number and location of competing preducts. 2 . T L . Lo - T




Because we rely on a single commodity, any decrease in demand for coffee would harm our busmess more than if we had more dwersnﬂcd product

" offerings and could materially adversely affect our revenues and opcratmg results. : - . .

If we are unable to geagraphlcal{v expand aur branded and private label products our gmwrh will be :mpeded which could result in reduced sales

and proft wbthty Our business strategy emphasizes; among ‘othet things, geographic expansion of oiir branded and | private label products as opportunities arise.
We may not be able to 1mplcmcnt succcssfully this pomon of our busmess strategy. Our ablhty to 1mplemcnt this pomon of our busmess strategy is dependent on

our ability to: ‘
° . CE. . [ ¢ . '

= market our products on a national scale; ]

L

o

«' increase our brand recognition on & national scale; ) .

) B v R,
a enter inte distribution and other strategic arrangements with third party retailers; and
"« manage growth in administrative overhead and distribution costs likely to result from the planned expansion of our distribution channels.

Qur sales and profitability may be adversely‘aft"ected if we fail to successfully ex';;and the gcograﬁhic distribution of our branded and 'pri‘vale label
products. In addition, our expenses could increase and our profits could decrease as we implement our growth strategy.

If our hedging policy is not qﬂ'ech;e, we may not be able to control our coffee costs, we may be forced rb" pay greater than market value for green
coffee and our profi rab:hty may be reduced. The supply and pnce of coffee beans are subject to volati l}ty and are influenced by numerous factors which are
beyond our control. Hlstoncally, we havé lised short-térm coffée futures anid options contracts ‘for the purpose of hedging the effects of changing ‘green coffee
prices. In addition, during the latter half of fiscal 2000, we began to gcquire futures contracts with longer termns, generally three to four months, for the purpose of

*guaranteeing an ndequate supply of green coffee. Rcal.uzcd and unrealized gains or losses ori'futures contracts are accounted for in cost of sales. Gains on futures
contracts reduce cost of sales and losses on futures contracts increase cost of sales, Although we had net gains on funires contracts for the years ended October
31, 2006 and 2005, respectively, we have incurred losses on futures contracts during some past reponmg perlods. which could materially i increase our cost of

:* sales and materially decrease our profitability and adversely affect our stock price.

Although the use of these derivative financial instruments has generally enabled us to mitigate the effect of changmg prices, no strategy is effective to
eliminate the pricing risks and we generally remain exposed to loss on futures contracts when prices decline significantly in a short penod of time, and we
generally remain exposed to supply risk in the event of non-performance by the counter—pames 1o any futures contracts. Although, historically, we generally have
been able to pass green coffee price increases through to customers, thereby maintaining our gross profits,.we may not be able to pass price increases through to
“our custemers in the future, Qur hedgmg strategy and the hedges that we enter into may not adequately offset the risks of coffee bean price volatility and our -
hedges may result in losses. Failure to properly design and 1mplcmcm an effective hedging strategy may materially adversely affect our busmess and operating

-results. In this case, our costs of sales may increase, resulting in a decrease i in proﬁlab:hty

. Our revenues and profitability cauld be adversely affected if our joint ventures are nor successful. In March 2006, we entered into a joint venture with
Coffee Bean Trading-Roasting LL.C and formed Café La Rica, LLC. The'joint venture engages in the roasting, packaging and sale of the Café La Rica brand
* coffee and other branded and food service coffee products in Miami, Florida. In April 2006, we entered into a joint venture with Caruso's Coffee of Brecksville, -
;  Ohio and formed Generatiens Coffee Compariy, LLC, which will engage in the roasting, packagmg and sale of private label spec:alty coffee products. To date,
* ' Generations Coffee Company has engaged in limited operations. During 2006, Café La Rica incurred a loss of $176,911. While we believe lhe loss by Café La
Rica is consistent with the typical initial performance of a start-up venture of this typc continued losses will hurt our prof' ftability. .

S




ln addition, we genemlly wnl] not be ina pos:tmn to exercise sole decision-making authorlty rcgardmg these _|0I1’1[ ventures [nveslments in JOlnl ventures
may under cértain circumstances, involve risks not present when a third-party is not involved, mc]udmg the pOSSIbllIl‘y that joint venture partners rmght become
bankrupt or fail to fund their share of the required capital contributions. Joirit venture partners may have business interests, strategu:s or goals that are’
inconsistent with our business interests, strategies or goals and may be in cases where we have a mmonty interest will be, in a position to take actions comrary to
*our pollcms strateg:es or objectives. Joint venture investments also entail a risk of impasse on decisions, because neither we nor out joint venture partner would
have full control over the joint venture: Any disputes lhal may arise between us and our joint venture partners may result in litigation or arbitration that could
increase our, expenses and could prevent our officers and/or directors from focusing their time and effort excluswety on out busmess strategies. In‘addition, we

may in certain circumstances be liable for thc actions of our third-party Joml venture partners, : ] ) . -

Any mabmty to successfully implement our straregy of gmwtk through selective acqumuons, l:censmg arrangements and other srra!egu' alliances
could materially ajfea our revenués and profi rabmry Our strategy of growth through the selective acquisition of coffee companies, the selective acquisition or
licensing of additional coffee brands ard other strateg:c alllances presents risks that could resull in increased expendlrures and cnuld materially adverse]y affect
our revenues and proﬁr.ablllty, 1ncludmg )

+ such acquisitions, ]icenéihg arrangements or other strategic alliances may divert our management's attention from our existing operations;
: D e T T - : T, . '

. » we may not be able to successfully integrate any acquired coffee compantes or new coffee brands into our existing business;

» we may not be able to manage the contmgem risks associated with the past operanons of and olher unanumpated problcms anising in, any
) acqum:d coffee company; and | . . . ' . - ‘

= we may not be able 1o control unanticipated costs associated with such acquisitions, I;pensmg arrangements or strategic alliances.

. . P b —ar IR e .

In addition, any such acquisitions, llcensmg arrangements or strateglc alliances may reSult in: . S

. t [ - N 5 ’ . - . g e, .

« potentiaily dilutive issuances of our cquity securities; and . - T . L

. - .
- . »

e the incurrencc Ofadditiona] debt.” . ‘ ; ) . T

b z

" Ashas been our practice in n the past, we will contmuous]y evaluate any such acquisitions, licensing opportunities or strategic alliances as they arise.
However, we have not reached any agreement or arrangement with respect to any such acquisition, licensing opporturity or strategic alliance at this time and we
may not be able to consummate any acquisitions, llcensmg ammgements or strategic alliances on terms favorable tous or.at all. The failure to consummate any
such acqulsulons Ilcensmg arrangements or strateglc alllances may reduce our growth and expansxon - - .
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The loss of any of our key customers could negatively affect our revenues and decrease our earnings. We are highly dependant upon sales of our
private label and branded coffee to two wholesalers, Supervale and Topco/Shurfine, and upon sales of wholesale green coffee to one customer, Green Mountain
Coffee Roasters. Sales to Supervalu, Topeo/Shurfine and Green Mountain Coffee Roasters accoumed for approximately 7%, 6%, and 23% of our net sales for the

w

. '
= - t

~ .
. . P

three months ended October 31, 2006, respectively, and 6%, 6% and 31% of our net sales for the year ended Oclober 31, 2006, respectlvely
: ,‘. .

Although no other customer accounted for greater than 5% of our, net sales dunng these, penods other customers may account fur more than 5% of our
net sales in future periods. We do not have long-term contracts with these or any of our customers. Accordlngly, Our customers can stop purchasing our products
at any time without penalty and are free to purchase products from our competitors. The loss of, or reduction in sales to, customers such as Supervalu, .
Topeco/Shurfine, Green Mountain Coffee Roasters or any of our other customers 10, Wthh we sell a stgmf' cant amount of our products or any matenai adverse

change in the ﬁnancml condition of such customers would negatively affect our revenues and decrease our eamings.

If we lose our key personnel, including Andrew Gordon and David Gordon, our revenues and profi mb;'!;f;y could suffer. Our success dependstoa
large degree upon the services of Andrew Gordon, our President, Chief Executive Ofﬁcer, Chief Fipancial Qfficer and Treasurer, and Davud Gordon, our
Executive Vice President-Operations and Secretary. We also depend to a large degree on the expertise of bur coffee roasters. We do not Have employmem
contracts with our coffee roasters. Our ability to source and purchase a suf’ﬁmem supply of high qualny coffee beans and to roast coffee beans consistént with our
quality standards could suffer if we lose the services of any of these individuals. As a result, our business and ‘operating results would be adversely affected. We
may not be successful in oblammg and retaining a replacement for either Andrew Gordon or David Gordon |f they elect to stop workmg for us. In addmon we
do not have key-man insurance ‘on the lives of Andrew Gordon or David Gordon. : ‘ ;

. . - - . . i

If our planned increase in marketing expenditures fails to promote and enhance our brands, the value of our brands could decreasé and our

revenues and profitability could be adversely affected. We believe that promonng and enhancing our brands is critical to our success. We intend to-increase our

marketing expenditures to increase awareness of our brands, which we expect will create and mamtam brand loyalty. If our brand-building strategy is .

unsuccessful, these expenses may never be recovered, and we may be unable to increase awareness of our brands or protect the valie of our brands. If we are
o ‘| - . .

i,

unable 10 achieve these goals, our revenues and ability to implément our busmess stmtegy could be adversely affected.

' 0ur success in promoting and enhancing our brands will also depend on our abtlny to provide customers with high quality products and service.
Although we take measures to ensure that we sell only fresh roasted coffée, we have nio control over our coffee products once théy are purchased byour 7 ¢
wholesale customers. Accordingly, wholesale customers may store our coffee for 1onger penods of time ar resell our coffee without our consent in éach case,

potentially affecting the quality of the coffee prepared from our products. Although we believe we are lesssusceptible to quality ‘control problcms than many ¢ of ™
-

our competitors because a majority of our products are sold in cans or brick packs unlike whole bean coffees, if consumers do not perceive our producls and
service to be of high quality, then the value of our brands may be dlmm:shed and, consequem]y, our operating results and ablluy to 1mplemem our busmess .
N Mg .

et oo,

. .
N e e
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strategy may be adversely aﬁ‘ected
- . . . ‘,"‘;,.'.
Our masrmg methods are not proprietary, so competitors may be able to duplicate them, which could harm our campetmve posman J_'f our

competitive posmon is weakened our revenues and profi mbdity could be materially adversely affected. We consider our roaslmg methods essential to the’
flavor and richness of our roasted coffee and, therefore, essentlal 10 our brands of coffee. Because we do not hold any patems for our roastmg methods, it fay ‘e

difficult for us to prevent competitors from copying our roasung methods if sich methods become known, [f our comipetitors copy our’roasting methods the
value'of our coffee brands may be diminished, and we rhay lose customers to oir competitors, In addition, competitors may be able to develop roastmg methods

that are more advanced than our roasting methods, which may also harm our competitive position.
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Our operarmg results may ﬂucma:e stgmf cantly, which makes our results of operations diff cult to predict and could cause our results of operations

_ tofail short af e.rpecmrmns. Our opcratlng results may fluctuate from quarter to  quarter and year to-year as a result of a number of factors, many of which are

s

outside of our comrol These fluctuations could be caused bya number of factors including; .

- . ;“

o1 * P iy 'i-T ' *

. A r' Y .4‘ . i
' “ . - o R Ky
. ﬂuctuations in purchase prices .and supply of green coffee; .,
AR } ST T s, : . N .\. oL . . .
- P - . ’ 5 Y .
e ﬂuctuauons in lhe sellmg prlces of our products, 0
. .. .‘ . {' .' T . ¥

e the level of marketlng and pncmg competmon from exnstmg or new cornpemors in the coffee lndustry,

T ' "

. . - 3

- » the success of our hedéing strategy; L noate

. Il

' . [

. .» our ability to retain existing customers and attract new customers; and - -
L ~ - LN . PR -

¥

L 9.' i - our ability to '_managejnvcniory and fu!ﬁllmem operations and maimain_ gross margins.
T _,_‘.,_,.._. : C T

g As a result of the foregomg, perlod-lo-penod tomparisons of our opefating results may not necessanly be meanmgful and lhose comparisons should not
be relied upon as indicators of future performance. Accordmg]y, our operatmg results in future quarters may be below market expectauons [n this event, the
' price of‘our common stock may dec]me : Iy i B : 7o : St

ES . 1 . . !
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tSirnce we rely heavily on'common carriers to shlp our coj_',r’ee on a daily basis, any disruption in their services or increase in shipping costs could
adversely affect our relahansh:p with our customers; whtich could result in reduced revenues, increased operating expenses, a loss of customers or reduced -
profitability. We rely on £ number of common carners to deliver coffee to our customers and to'deliver coffee beans to us, We consider roasted coffee a .
penshable product and we rely on these common carriets to deliver fresh roasted coffee on a daily basis; We have no control over thcse COMMON carriers and the

“scmces provided by them may, be interrupted as a result of labor shortages, contract disputes and other factors, [f we experience an interruption in these services,

we may be unable to'ship our coffee in a timely manner, which could reduce our revenues and adversely effect our relationship with our customers. In addition, a_

'delay in shipping could requlre us to conlracl with altcmanve. and p0551bly more expensive, commen camers and could cause orders to be cancelled or.receipt of

* goods to be refused Any sngmﬁcam increase in shlppmg costs could lower our proﬁt margins or force us to raise prices, which could cause our revenue and
prot'lstosuffer N TR
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If there was a significant mrerrup:mn in the operation of either one of our faalnus, we may not have the capacity to service all of our customers .
and we may not be able to service our customers in a timely manner, thereby reducmg our revepues and earnings. A sipnificant i mterrupuon in the operation
of either. of our coﬂ"ee roasung and dlSll'lbLlllOll facilities, whether as a result of a natural d1sasler or other causes, could signifi icantly.impair our ability to operate
our busmess Due to manufacturmg and Iogtstlcal cfﬁcnenmes our New York fac:llty generally servnces customers in lhe Nonheastem United States and the
Mldwest Umted States and our La Juma,,Colorac!o fac:hty serwccs customers in the Westem Umtcd States If there was a signifi icant. interruption in the opcratlon
of either one of ¢ our facllmcs we may not have the capacny to service all of our cuslomers out of the lone operating facility and we may not be able to service our

i customers in a umely manner As a result our revenues and earnings would be matena!ly adversely affected.
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. “Risk Factors Related to the Coffée Industry ~, - - : o
L BT Y R LS . - R . .
. " UIncreases'in the cost of high quality Arabica or Robusta coffee beans could reduce our gross margin and profit. Coffee is a traded commodity and, in
general, its price can fluctuate depending on: v ’
o "« = weathet patterns in coffee-producing countries; . ' .

: : =« economic and political conditions aﬂ"ec,ting coffee-producing countries, including acts of terrorism in such countries;
A A ",.;-—,‘-‘ ".;,‘ T ' - . -

« foreign currency fluctuations; and S - -
. . R Lt

wa . - REIEY

' . » A - - . .

v trade regulations and restrictions between coffee-producilng countries and the United States.

", If the cost of wholésale green coffee increases dueto any of these factors, ohr‘margin_s could decrease and our profitability could suffer accordingly.
Although Cvlp have historically attempted to raise the selling prices of oir products in response to increases in the price of wholesale green coffee, when wholesate
green coffee prices increase rapidly or to significantly higher than normal levels, we are not always able to pass the price increases through o our customers on a
timel){,_ﬁas‘is_, ifatally which adversely affects our operating maEgi'_ns and cash flow, We may not be able to recover any future increases in the cost of wholesale
green coffee. Even if we are able.to recover future increases, our opeiét'i‘lllg' 'mér'gins‘énd results of.opcrat}ons may still be materiélly'and adversely affected by

time delays in the implementation of price increases. . -
o, . . e i .
.o - - ) +

. Disruptionsin the supply of green coffee could result in a deterioration of our relationship with our customers, decreased re
. our ability to grow our business. Green coffee is a commodity and its supply is subject to volatility beyond our control. Supply is affecte
-* coffee growing countries including weather, political and economic conditions, acts of terrorism, as'well as efforts by colfee growers to expand or form cartels or. N

associations. [f-we are unable to'procure a sufficient supply of green coffee, our sales Would suffef. - : ‘

s - . :fr- S i L o - e ,_:;‘, o -_“Fi,‘.'"‘_ . . I

Ll -""_Spnlc':)f the arabica coffee beans of the quality we purchase do not trade direc
coffee beans that we use on a negotiated basis. We depend on gur relationships with coffee brokers, exporters and growers for the supply of our primary raw
‘material, high quality Arabica coffee beans, If ary of our relationships with coffee brokers; expotters or growers deteriorate, we may'be unable to procure a-
sufficient quantity of high quality coffee beans at prices qtcepiable to us or at all: In'such case, we may not be able 1o fulfill the demand of our existing
customers, supply new retail stores or expand other channels of distribution. A raw material shortage could result in a deterioration of our relationship with our

customers, decreased revenues or could impair our ability to expand our business. . . S,

venues or could impair
d by many factors in‘the ~

< Y

tly on the commodity markets. Rather, we purchase the high end arabica

‘ . L - e e : .

. - S . et ) . )
¢ , . The coffee industry is highly competitive and if we cannot compete sucqes:gfully, we may lose our custumers or experience reduced sales and
profitabitity. The coffee markets in which we do business are highly competitiyé and competition in these markets is likely 10 become increasingly more intense
due to the relatively low barriers to chiw. The industry in which we compete is pa_niculariy sensitive to price pressure, as well as quality, reputation and viability
- fgr'whulesaléhand brand ltoyalty for reléi[. To the extent that dne or more of our co'mpelito.rs bécomes mote successful with respect to any key competitive factor, -
*  our ability 1o attract and retain customers could be materially. adversely affected. Our private label and branded coffee products compete with other manufacturers '
" of private label coffee and branded cofTees. These competitors, siich as Krafi General Foods, Inc., The Kroger Co., The Procter & Gamble Company and Sara
Lee Corporation, have much’ greater ﬁnancial,"n_]arkc::tir_lg, distribution, management and other resources than we do for marketing, promotions and geographic ‘
and markei'éxpansion.-ln addition, there are a growing number of specialty coffee companies who provide specialty green coffee and roasted coffee for retail
_ * sale. If we are unable 1o compete successfully against existing and new competitors, we may lose our customers or experience reduced sales and profitability.

LI .
B

»

PR




ITEM 1B. UNRESOLVED STAFF COMMENTS

Not applicable, .

ITEM 2. PROPERTIES ‘ : . - v
We are headquartered at 440] First Avenue, Brooklyn, New York, where we own the land and an approximately 15,000 square foot building. The
buitding houses our executive ofﬁces as wel] as our plant where we roast, blend and package our coffee.

We lease a 50 000 square foor. famluy located at 27700 Frontage Road in La Junta, Colorado from the City of La Junta. We pay annual renl of $100,093
through January of 2024. o o .

We lease a 7,500 square foot warehouse located at 4425A First Avenue in Brooklyn from T & Q i\danagemem. T & O Management is not affiliated with
us or any of our officers, directors or smckholders. We pay annual rent of $180,000 under lhe terms of the Iease, which expires on January 31, 201 1. -

We also use a variety of independent, bonded commercial warehouses to'store our green coﬁ‘ee beans. Qur management beheves that our faculmes are’
adequate for our current operations and for our comemp[ated operatlons in the foréseeable future, !

ITEM 3. LEGAL PROCEEDINGS

. Wearenota party to, and none of our property is the subject of, any pendmg Iega] proceedings other than routine lmgauon that is 1nc1dcnlal to our ,
business. To our knowledge no govemmental authority is comemplatmg initiating any such proceedmgs :
: .

ITEM 4. SUBMISSION OF MATTERS TO A VO'I"E OF SECURITY HOLDERS * .. o

' . - -

During the fourth quarter of the fiscal year covered by this report on Form 10-K, no matters were submitted to a vote of security holders.

1

>
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ITEM 5. MARKET FOR REGISTRANT’S COMMON EQUITY RELATED STOCKHOLDER MATTERS AND ISSUER PURCHASES OF

EQUITY SECURITIES " S

Our common stock trades on'the American Stock Exchangc undér the symbol “JVA." We have not declared or paid any dividends on cur common stock
during the last two fiscal yeafs. At December 29, 2006, ‘therg were 385 holders "of record of an aggregate of 5,529,830 shares of our common stock issued and

outslandmg No shares of common stock were rcpurchased durmg ﬁscal 2006

e

:

The followmg table sets forth lhc high and low sa]es pnccs of our common stock for each quaner since it bcgan wrading on May 3, 2005

. 2005
o ‘ ngh '~' Low
31 Quinrter o S wh B TR S A e 10,605 Sj?“@?m».giij
4t Quarter e T 8¢ 't‘ 1535 %
i D T 006 ,
1% Quanter'x s wad, T g e fit w845 §B T T 5.40 .
. 2 Quarter. Y P~ D0 8 740 % ' 5.55
; .. v 3 Quarter traieRe & o i,;aﬁ'_gﬁ" 64675 S@g 5 53504
, . @ Quaner  (.vn. a8 . 4508 3.30

.A,';,‘.-' S S e
. . o

. On May 6, 2005 we conc]uded 1he pubhc offenng of 1 400 000 shares of our common stock at a price of $3. 00 per share and on June l6 2005 the
underwriters exercised their option to purchase an additional 210 000 shares of our comman slock at a price of $5.00 per share pursuant oa chlsl.ral]on '
Statement en Form 5B-2 (No. 333-1 16838) Whtch was declared effective by the Securities and Exchange Commission on May 3, 2005, After underwriting

~ discounts and commlssmns and offering expenses, we recewerfl net proceeds of $6,436,016 in the of'fermg, after giving effect to the over-allotment option. We
* used some of the procecds 0 pay down bank debt, to build up ‘our. mventones for sales expansion and for ‘general corporate purposes. including working capltal

and capital expendltures Additiona! proceeds were used to purchase eqmpment and provide working capital for our two joint ventures.

-
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ITEM 6. SELECTED FINANCIAL DATA

The following table sets forth selected financial data for the last five years from the consolidated financial statements of Coffee Holding Co,’'Inc. The
following information is only a summary, and you should read it in conjunction with our_gonsolidatcd financial statements and notes beginning on page F-1.

—

* ' For the Years Ended October 3,

1006 08 2004 2003 " 2002
"{Daollars in thousands, except per share data)
Income Statement Data: . : . N : )
Net sales. v 0§ 5107108 . 413s45 S 28,030°8- ., 20240 8§ 17,433
Cost of sales 43,576 - - 33876 20,928 15,373 12,453
Gross profit : . i 7595 7669 . 7102 4,867 4,980
Operating expenses A T 6,231 5698 . 5400 3,993 3,505
Yncome from operations £ . 1364 19700 .. 1,702 874 1,475
QOther income (expense) _ (68) {60). {134) {136). {162)
Tncorme before income taxes. T Lt L 1206 L 1910 . 1568 . 738 1,313 ]
Provision for income taxes 602 726 693 116 558
Minority interest ' <. (6. v . - . - -|
Net income $ 700§ . 1,185 % 875 § 622 $ 755
Net income per share - R Lo e e et -ﬁ I . ]
Basic and diluted_- Voowd Yo s loaas r 0258 0228 0168 " 1019 ]
T SRR 'At"()ct‘obel:'si,
. 2006 .- 20050 2004 2003 - 2002
-+ 7.+ {Dollars in thousands, except per share data)
Income Statement Data: . . ) N
Total assets © T RN $ . - 18082-§ 165458 . 10914 $.- 7035 §. 6,042
Short-term debt ) 2,543 1,064 3,048 215 205
Long-termdebt_____ R 6. 2800 1972
Total liabilities 7,640 5,904 - 7918 4915 4544
Shareholders’ equity 11.342v . 10642 ;. - 20996 2,120 1,498
Book value per share $ 205§ 1.92 § 075 % 0.53 0.37
;
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“ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATION -

Cautionary Note on Forward‘Looking Statements o .

Some of the matters discussed under the captton “Management 3 Dlscussron and Ana1y51s or Plan of Operation,} “Business, “Rtsk Factors™ and
elsewhere in this annual report include forward- lookmg statements made pursuant to the safe harbor. provisions of the Private Securities nganon Reform Act of
1995. We have based these forward- lookmg statements on our urrent expectations and projecuons about future events, 1ncludmg, among other thmgs.

» the impact of rapid or persistent ﬂuctuauons in the pnce of coffee beans, . . . :
}l:'

T

« fluctuations in the supply of coffee beans
« .general economic conditions and conditions Which affect the market for coffee; - PR
« our success in implementing our business strategy or.introducing new products; R . S AL

: .+ our ability o attract and retain cttstomers; Ay I o

® OUr SuCCess in  expanding our market presence in new geographic regions; ., -

L Kl s . . u;, P i eretnor Ve .
P Y -

»oui e the etfects of competmon ‘from other coffee manufacturers ‘and othet beverage altemanves T

P L ;. PR . -: [ :_. "‘T"’é‘ '-'.;',"‘f’:’; B L) o T ' L . ' ' Kl &~

- e changes in lastes and preferences for, or the consumptton of, coffee, “ ' AR

! S bl ooV ow P g :-‘ PR oA " ! i) . P ’ sl

o our abthty to obtaln addttlonal ﬁnancmg, and . ‘
. ¥ » - o n,‘(rf"

,,4,!.,;. sy R

. other rtsks whrch we 1dent|fy in future ﬁlmgs w:lh the Secuntles and Exchange Commtsston o ) .

. ALY S [ I T A e !,n‘ﬂ‘, - _- : .
, +n some cases, you ¢an 1dent1fy forward lookmg statements by terrmnology such as may,” “w1].l o “should ” ‘.‘could > “predlct
expect,‘; “anttctpate,’;,jffttture  “inten " “p!an 7 “believe,” " “esnmate“ and srmtlar expressrons {or the negatwe of such expressrons) Any ot all of our forward |

9 Al
looking_ staternents in this annual report and in any other pubhc staternent
we rmght make or by known or unknown nsks and uncertainties. Consequently, no forward lookmg statement can be guaranteed In addruon ‘we undertake no

respon51b11|ty to update any forward lookmg statement to reflect events ot ctrcumstanees which accur after the date of this annual report. ‘: .
St TR T e e i,

W “whi,

» “potemtal " :‘contmoe,
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We are an mtegrated who]esale eoffee roaster and dealer in the Umted States and one, of the few coffee companles that offers a broad array of coffee-

products across the entire spectrum of consumer.tastes, preferences and price points. As a 'result, we believe that we are wel] positioned te increaseé our - G, -

proﬁtabrhty and endure potenttal coffee price volatility, throughout varymg cycles of the coffee market and economic conditions. , + L A

it . L -t "
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s, we make may turm out 10 be wrong. They can be affected by, maccurate assumpuons -




. Our operations have primarily focused on the fotlowing areas of the coffee industry: .
. . the sale of whotesale specialty green coffee; o . R . ' ] oL

e the roasting, blending, packaging and sale of private label coffee; and -~ - . R .
P e T SR N . . _— LR T '

s the roasting, blendin'g; péckaging and sale of our seven biands of coffee. e

Our oper'ating results are affected by a number of factors including:
. - . <

o the level of marketing and pricing con‘]petitlidn from exis‘ting or new competitogs.in'the coffee industry; o
. 'our‘ al.:i‘] i.ty to retain eJ'cij.;ling cuslome.rs and attract new customers;

L. ﬂucma.t'ions-in purchase pr_ices t;.nd supply of green coffee and in the.sel]ing"price's of our products; an;i
; our abl:]ii-y to rﬁanage inventofy ‘:;nd ﬁ;lﬁllm-enl.ope'rati.bns and maintain gross hlargin's.

Our net sales are driven primarily by the success of our sales and marketing efforts and our abllny to retain existing customers and attract new
customers. For this reason, we have rade the strategic decision to invest in measures that will i increase net sales: In February 2004, we acqulred certain assets of
Premlcr Roasters, including equlpmcnt and 4 roastlng facility in La Junta, ‘Colorado. We alse hired Wesl Coast Brand Manager to market our S&W brand and
1o increase sales of S&W coffee to hew customers. In March 2006, we ettered into 4 joint vénture wnh Coffee Bea.n Trading-Roasting LLC and formed Café La
Rica, LLC, a Delaware limited liability company. The Jomt venture engages in the roasting, packagmg and sale of Lhe Café La Rica brand coffee and other
branded and food service coffee products in Miami, Florida. We own 50% of the joint venturé and are the primary suppher of its coffee inventory. In April 2006,

" we entered into a joint venture with Caruso's Coffee of Brecksville, Ohio and formed Generations Coffee Company, LLC, a Delaware limited liability company,
which will engage in the roasting, packaging and sale of private label specialty coffee products. We own 60% of the joins venture and are the exclusive supplier
of its coffee inventory. We believe that the Generations Coffee joint venture will allow us to bid on the private label gourmet wholc bean business we have nat
been equipped to pursue from an operational standpoint in the past. With this ‘specialty roasting facility in place, in many cases right in the backyard of our most
important wholesale and retail customers, we believe that we are in an ideal position to combine our current canned pnvale label business with high-end private
label specialty whole bean business, High-end specialty whole bean coffee sells for as much as threé tinies more per pound than the canned coffees in which we

- currently specialize. As a result 6f these efforts, net sales increased in our specialty green coffee pnvate tabel and branded coffee busmess lmcs in both dollars

- .and pounds sold In addmon we mcreased the number of our customers in all r.hree areas. - - .

-

Our net sales are affected by the price of green coffee, We ﬁmport green coffed fmm Colombia, Mexico, Kenya, Brazil and Uganda. The supply and
price of coffee beans are subject to volatility and are mﬂuenced by numerous factors which are beyond our control. For example, coffee crops in Brazil, which
produces one-third of the world’s green coffee, are susceptible to frost in June and July and drought in September October and November. However, because we
purchase coffee from a number of countries and are able to freely substitute one country®s coffee for another in our products, price fluctuations in one country
generally have not had a material impact on the price we pay for coffec. Accardingly, price fluctuations in one country generally hive not had a material effect
on our results of operations, liquidity and capital resources: Historically, because we generally have been able to pass green coffee price increases through to
customers, increased prices of green coffee generally result in increased net sales. However, the average indicator-price for Robusta coffee, the main component
for our leading espresso brands (Café Caribe and Café¢ Supremo), increased 104% by August 2006 compared to August of 2005. This indicator price was the
highest seen in the last seven years as measured by the International Coffee Organization. By September 2006, prices had achieved further gains, trading to their
highest Ievels in eight years. For competitive reasons, we were not able to pass these price increases through to our customers. As a result, the increases in the
price of coffee had the effect of diminishing our profit margins significantly on our leading espresso lines as there were no lower priced coffees to substitute into
our blends and we were not able to increase our prices to*mamtam our margins. In October 2006 national brands reacted to these price increases, mlsmg list
prices by $0 12 pet unit, and we were able to increase our prices as well.

20 ' . Do




) T HlSlOl‘lCEl"y, we have used shon-tenn coffee futures and options contracts pnmanly for the’ purpose of pamally hedging and mlmrmzmg the effects-of
changmg green coffee prices and to reduce our cost of sales. [ addition, we acquire futures contracts with longer tetms; generally three to four months, primarily
for the purpose of guaranteemg an adequate supply of green coffee at favomble prices. A]lhough the use of these derivative financial instruments has enabled us

3 Sto rnmgate ‘the effect of changmg prices; no strategy can entirely eliminate pricing risks and we'generally remain exposed to loss when prices decline |
stgmﬁcantly ina short period of time. In addition, we generally remain exposed 1o supply risk in the event of non- perf'ormance by the counter-parties to any N
. futdres contracts. 1f the hedges that we enter do not adequately offset the risks of coffee bean price volauhty or our hedges result in losses, our cost of sales may

.‘rincrease resulting in adeerease in proﬁtabxl:ly - - <oy "
' ¥
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Cntleal Accountmg Policies and Esumates

. . The preparauon of financial stalements and rélated drsclosures in conformtty w1th accountmg prmmp]es generally accepted in the Unitéd States requrres
: managcmem to rhake estimates and aswmpuons that affect the amounts reported in the financial statements and accompanying notes. Estimates are used for, but
;not limited to, the accounting for the allowance for doubtful accounts, inventories, income taxes and loss contingencies. Management bases its estimates on
hlsmncal expenenee and on vanous other assumptions that are believed to be reasonable under | the c:rcumstances. Actual results could differ from these
l’ - - LI .

estlmates “undér differént assumptmns or condmons . A : i X Lo
..' . * ' . - T . "'L' r ‘ 5 ' 4 o
RN We belleve the fo[lowmg critical accounting pohctes, among others may be lmpacled significantly by judgment, assumpuons and estimates used in the-
' Preparauon ofthe financial slatemems T . IS o’ ; A ; T,
T A Y o o B T . .
; o --2 We recogmze revenue in accordance wrth Secunues and * Exchange Commlssron Smff Accoumlng Bulletin No 104, Revenue
B "‘ ‘Recognmon” (“SAB 104"). Under SAB: 104, réveilie is recognized at the pmnl of passage to the customer “of title-and risk of loss; when there
Ty e |s persuaswe evidence of an arrangemem the sales price is determmable and collecuon of the resulting recelvable is reasonably assured We .
el _ Les recogmze revenue at lhe time of shlpment Sales are reﬂected net of discounts and rétums. - T . o .
4 . L Dot Lot H.u"-;.;r- - . '__ e |

Lt .,

IR Our allowance for doubtfu] accoums is mamlamed to provrde for losses arising from customers mablhly to make requlred payments If there is
' deterioration of our customers’ credit worthiness and/or there is an increase in the length of time.that the receivables are past due greater than
‘the historical assumptions used, additional allowances may be requnred’ For cxample every addmona] one percem of our accounls recewable

'}. ¢ r .
L " that becomes uncolleenble, would reduce our operaung income by approxrmalely $65,000. . hen o 0
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* » Inventories are stated at cost (determined on a first-in, first-out basis). Based on our assumptions aboul future demand and market conditions.
inventories are subject to be written-down to market value, If our assumptions about future demand change and/or actual market conditions are
less favorable than those projected, additional write-downs of inventories may be required. Each additional one percent of potential- mtcmory

writedown would have reduced operalmg income by approxlmately $30, 000 for the year ended October 31, 2006.. :

Ll . . ' . f o

. We account for income taxes in accordance with - Statement of- Financial'Accountingf"Slanddrds No: 109, ._“Accoﬁming for Income “
¢ . Taxes” (“SFAS No. 109"). Under SFAS No..109, deferred 1ax assets and liabilities are determined based on the liabilities; using énacted tax -

rates in-effect for the year in which the differences are expected to reverse. Deferred tax assets are reflected on the balance sheet when'it. is

! * determined that it is more likely than not that the assét will be realized. Accordingly, our net deferred tax asset of $208,700 could need to be .

written off if we do not remain proftable . el x .

Year Ended Ocmber 31, 2006 (Flscal 2006) Compared to the Year Ended October 31, 2005 (F:scal 2005)

Net Income. Ne1 income decreased $485, 053 or 40 9%, to 5700 082 or §.13 per share for the year ¢nded October 31, 2006 compared to $l 185 135 or,

$.25 per share for the year ended October 31, 2005, The' decrease i in net income pnmanly reflects increased cost of sales and operating expenses and a loss by our

. Café La Rica joint venture, pamally offset by increased net sales. We believe the foss by Café La Rica, which was formed in March 2006 is consistent w:th the

typical initial performance of a start-up venture of this type.
; Ca e i
Ner Sales. Net sales totaled $51,171,202 for the year ended October 31, 2006, an increase of$9 625,857 or 23. 2% from 341,545, 345 for lhe year cnded

October 31, 2005. The increase in net sales reflects a 10.4% increase in coffee pounds sold from 31.6 million pounds in 2005 to 34.9 million pounds in 2006. The
increase in pounds of coffee sold is the result of increased sales of our-branded and specialty green coffees. Sales of our Café Caribe brand increased once again

* and sales of our second Hispanic espresso, Café Supre:f:d increased 48%, as measured by Information Resources Incorporated data. The number of our
customers in the specialty green coffee area grew appmx:mateiy 3% to 290 customers: These_customers are predominately independent gourmeUspcctally ;
roasters, some of whom own their own retail outlets. Sales to new customers in'this area hlStO[’lC&lly start slowly because many of these compames are stan up
ventures. Because the specialty green coffee ‘area is the fastest growing segment ofthe coffee market, we believe that our customer base and sales will grow in
this area, The increase in coffee prices also contributed to the increase in net sales.

. Cost ofSa!es. Cost of sales i‘or t_hé year ended October 31, 2006 was $43,575,963 or 85.2% of net sales, as compared to $33,875,973 or 81.5% of net
sales for the year ended October 31, 2005. Cost of sales consists primarily of the cost of green coffee and packaging materials and realized and unrealized gains
or losses on hedging activity, The increase in cost of sales refiects higher packaging costs'associited with the increase in net sales of approximately $300,000 and
increased purchases of green coffee in the amount of approximately $5.8 million. The increase in green coffee purchases resulted from increased pounds sold and
higher green coffee prices during the period as prices increased $0.23 per poundbr_\ the New York Arabica market and $0.27 per pound on-the London Robusta
market year to year. The average indicator price for Robusta coffee, the main component for our leading espresso brands (Café Caribe and Café Supremo),
increased 104% by August 2006 compared to August of 2005. This indicator price was the highest seen in the last seven years as measured by the International -
Coffee Organization. By September 2006, prices had achieved further gains, trading to their highest levels in eight years. For competitive reasons, we were not
able to pass these price increases through to our customers. As a result, these increases had the effect of diminishing our profit margins significantly on our
leading espresso lines as there were no lower priced coffees to substitute into our blends. In addition, our private label margins were negatively impacted as well,
but to a much lesser degree, as Robustas represent only a small percentage of our private label blends. In October 2006, nanona! brands reacted to these price
increases, raising list prices by 30,12 per unit, We increased our prices as. well.”
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Gro.és Profit Gross profit for the year ended October 31, 2006 was $7,59'_5,23'9, a decrease of $74,'133 from $7,669,372 for the year ended October 31, -

2005. Gross profit as a percentage of net sales decreased by 3.7% to 14.8% for the year ended October 31, 2006 from 18.5% for the year ended October 31, 2005.
The decrease in our margins is mainly attributable to increases in coffee prices. ‘

-

Operating Expenses. Total operating expenses increased $532,669 or 9.3% to 56,230,932 for the year ended October 31, 2006 from $5,698,263 for the.
fiscal year ended Qctaber 31, 2005 due 10 increases in selling and administrative expenses and officers” salaries partially offset by a decrease in bad debt
_expense. Selling and administrative expenses increased $731,76% or 15% to $5,585,787 for the year ended October 31, 2006 from $4,854,018 for 2005. The
increase in selling and administrative expenses reflects several factors, including increases of epproximately $485.000 in labor costs $155,000 in professional
fees and $234,000 in shipping costs, partially offset by decreases of $60,000 in show and demo costs, 50,000 in advertising and promotion and $40,000 in bank
charges. . - ; ’ :

The increase in labor costs is attributable 1o an increase in administrative and sales staff, salary increases and bonuses: The increase in-professional fees

was due to the requirements of implementing our compliance with Section 404 of the Sarbanes-Oxley Act. The increase in shipping costs was attributable to
increased sales as well as higher fuel prices which resulted in increased trucking rates. The decrcase in show and demo costs represents a change in our sales
strategy. The decrease in advertising and promotion is attributable to reduced allowances to customers which resulted in reduced chargebacks., |

Officers’ salaries increased $41,807 to $616,052 for the year ended October 31, 2006 from $574,245 for the year ended October 31, 2005. The increase ;

was mainly due to a fiscal year 2006 bonus paid to our President and Chief Executive Officer and was partially offset by a $35,000 reduction in-his annual salary
effective in August of 2006. - o LT

4

- Other Income and Expense. Other expense increased $8,011 or 13.3% from 360,321 for the ye;r ended October 31, 2005 to $68,332 for the year%nded .

October 31, 2006. The increase was attributable a loss in the initial year of our Café La Rica joint venture of $176,911 and an increase in intgrest'efpcnsé of
$19.417. The increase was partially offset by an increase in interest income of $78,604, a $65,310 increase in other income and $44,403 in management fee

income earned from providing administrative services to the Café L:a Rica joins venture. We believe the loss by Café-La Rica, which was formed in March 2006, '

is consistent with the typical initial performance of a start-up venture of this type. . . ) <

Income Before Taxes. We had income of $1,295,975 before income taxes for the }'ear ended October 31, 2006 compared 10 incamé; of $1,910,788
before income taxes for the year ended October 31, 2005. The decrease was attributable to increased cost of sales due to increased commodity prices and
operating expenses, partially offset by increased net sales. “ :

Income Taxes. Qur provision for income taxes for the year ended October 31, 2006 otated $602,059 compared to $725,653 for the year ended October
31, 2005 as a result of decreased income before taxes. Our effective tax rate remained the same. : o
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" increases in coffee prlccs .

“ offset by decreases of $167,000 in office salaries and $33,000 in payroll taxes.

. L L]
. . - e S

Year Ended October 31, 2005 (Fiscal 2005) Compared to the Year Ended October 31, 2004 (Fiscal 2004)°

'y

" Net Income. Net income increased $309,793, or 35.4%, to $1,185, 135 or $0.25 per share for the year ended October 31, 2005 compared to $875,342 or

$0.22 per share for the year ended October 31, 2004. The increase in net mcome pnmanly reflects increased net salcs offset in paﬂ by an mcrease in cost of
sales. - - : -

- . o A N

Net Sales. Net sales totaled 541, 545 345 for the year ended October 31, 2005, an increase of $13,514, 956 or 48.2% from $28,030,389 for the year ended

" October 31, 2004, The ificrease in net sales reflects a20.6% increase in coffee pounds sold from 26.2 million pounds in 2004 t6'31.6 million pounds in 2005, The

increase in pounds of coffee sold is the result of increased sales of our private label, branded and specialty green coffees. Sales of our Café Caribe brand, as
measured by [nformation Resources Incorporated data, increased approxnmately 21.0% over fiscal 2004 due in part to the efforts of our third party marketing
specialists through label redesigns and new distribution. The number of our customers in the specialty green coffee area grew approximately 7.3% to 281
customers. These customers are prednmmatcly independent gounnetlspectalty roasters, some of whom own their own retail outlets. Sales to new customers in =
this area historically start stowly because many of these companies are start up ventures. Because the specialty green coffee area is the fastest growing segment
of the coffee market, we believe that our customer base and sales will grow in thns area. The increase in the price of the underlying C()mmodlty (coffee) also
conuributed to Lhc increase in net sales N

Cost of Sales. Cost of sales for the year ended October 31, 2005 was $33 875,973 or 81.5% of net sales, as compared to 520 927 506 or 74.7% of net
sales for the year ended October 31, 2004. Cost of sales consists primarily of the cost of green coffee and packaging materials and realized and unrealized gains
or loss‘?s on hedging activity. The increase in cost of sales reflects increased purchases of green coffee in the amount of approximately $12.5 million due to
increased pounds sold and higher green coffee prices dunng the period as pr:ces increased $0:23-per pound year to year, an increase in packaging costs associated

with the increase in net sales of approximately $1.0 million, and a decrease in net gains on future contracts. As the price of coffee is cyclical and volatile and

subject to many-factors, including weather, politics and economics, we are unable to predict the purchase price of green coffee for fiscal 2006. We beganto .

acquire futures contracts with longer terms (generally three to four months) primarily for the purpose of guaranteeing an adequate supply of green coffee at
favorable prices beginning in the latter half of fiscal 2000 and cominuing through fiscal 2005. The use of these derivative financial instruments has enabled us to
mmgate the effect of chang:ng prices, to increase our margins as coffee’ pnces have increased and to be more competitive with our pricing. "

L . oo . Ry
Gross me it. Gross profit for the year cnded October 31, 2005 was $7; 669 372, an increase of $566,489 or 8. 0%, from §7,102,883 for the year ended
October 31, 2004. Gross profit as a percentage of net sales decreased by 6.8% to 18.5% for the year ended October 31, 2005 from 25.3% for the year ended:

October 31, 2004. The decrease in our margins is mamly atiributable to decreased net gains on future contracts during fiscal 2005 compared to fiscal 2004 and

Opemrmg Expenses. Total operating expenses increased $297 881 or5. 5% to $5,698, 263 for the year ended October 31 2005 from $5 400, 382 for the
fiscal year ended October 31, 2004 due to mcreases in selling and administrative expenses and bad debt expense, partially. offset by decreased officers’ salaries,
Selling and administrative expenses increased $107 123 or 2.3% to 34,854,018 for the year ended October-31, 2005 from $4,746,895 for 2004. The increase in ‘
selling and administrative expenses reflects several factors, including increases of approximately $194,000 in insurance and $162,000 in shipping costs, partially 1
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"' wii~ | The increase in insurance was due to the purchase of directors’ and officers’ insurance following our initial public offeririg.:l”hc increase in shipping |
costs was attributable to increased sales. The decrease in office salaries and payroll was due to the departure of our Chief Financial Officer and other
administrative stafl. Qur President and Chief Executive Officer has since assumed the duties previously associated with our Chief Financial Officer.

Ofﬁcgrs‘ salaries decreased $48,328 to $574,245 for the year ended October 31, 2005 from $622,573 for the year ended October 31, 2004. The decrease
was mainly dué to our President and Chief Executive Officer’s decision not to accept 2 bonus for 2005,

Other Income and Expense. Other expense decreased 73,643 or 55.0% from $133,964 for the year ended October 31, 2004 to $60,321 for the year
ended October 31, 2005. The decrease was attributable to both an increase in interest income of 538',39?_-‘ and a decrease in interest expense of $35,246.
. . . - .. . P . - i
Incaine_Before Taxes. We had income of SI,9|0,78_§_béfcre income taxes for the year ended chobcf 31,2005 cpmpg_re_d 10 inco}ng'of $l',568,537
before income taxes for the year ended October 31, 2004. The increase was attributable 10 increased income from operations and decreased other expense.

Income Taxes. Qur provision for income taxes for the year ended October 31, 2005 totaled $725,653 compared to $693,l95 for the year ended October
31, 2004 as a result of increased income before taxes. There was a stight change in the effective rate due to income tax refunds. :

Liquidity and Capital Resources S "
. L) - . ~ . . -
As of October 31, 2006, we had working capital of 8,357,022 which represented an $83,073 increase from our working capital of $8,273,849 as of
October 31, 2005, and total stockholders’ equity of $11:341,704, which increased by $700,082 from our total stoékholdEfs’ equity of $10,641,622 as of October .
31, 2605. Our working capital increased primarily due to an decrease of $1,597,035 in inventories, an increase of $1,336,095 iri the commodities held at broker
and an increase in our accounts receivable of $1,375,272. Obligations under our line of credit borrowings increased by $1,479,714. At October 31, 2006, the - .
outstanding balance on our line of credit was $2,542,881 compared to 81,063,167 at October 31, 2005. Total stockholders’ equity increased due to our net
income for the fiscal year. ' . - s T s '

As of October 31, 2006, we had a financing agreement with Merrill Lynch Business Financial‘ Services Inc. This line of credit is for a maximum .
$4,000,000, expires on October 31, 2007 and requires monthly interest payments at a rate of LIBOR plus 2.15%. This loan is secured by a blanket lieri on all of
our assets. . . . - o . : . '_ .

The credit facility contains covenants that place restrictions on our operations. Among other things, these covenants: require us to maintain certain
financial ratios; require us to maintain a minimum net worth; and prohibit us from merging with ‘or into‘other companies, acquiring all or P’ubﬁtz__mt'ially all of the ™
assets of other companies, or selling all or substantially all of our assets without the consent of the lender, These restrictions could adversely impact our ability to
implement our business pian, or raise additional capital, if needed. In addition, if we default under our existing credit facility of if our lender demands payment of
a portion or atl of our indebtedness, we may not have sufficient funds to make such payments. As of October 31, 2006, we were in compliance with all covenants -
contained in the credit facility. . : . T -
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- We also leased machmery and equipment under a capital lease which expired in July 2006, The interest rate on the capital lease was 7.347% per annum,
The outstandmg balance was pa:d in full during the year. - : :

For the year ended October 31, 2006 compared to 2005 our operating activities used net cash of $319,564 as compared to the year ended October 31,
2005 when net cash used by.operating activities was $3,879,082. The increased cash flow from operations for the year ended October 31, 2006 was primarily due
to a decrease of $1,597,035 in inventories and also, & decrease in accounts payable and accrued expenses of $397,112 and less of an increase in commodities held
2t broker of $1,336,095. '
I . 0
For the year ended October 31, 2006, our investing actwmes used net cash of $776, 458 as compared to the year October 31, 2005 when net cash used by

investing activities was $474,147. The increase in net cash used by i mveslmg activities for fiscal 2006 was due to the investments in our joint ventures, partially
offset by decreased purchases of property and equipment..

“ ,‘ .. -y Ve ' 7.“ ..‘ . e , L P .
The change in cash ﬂow from ﬁnancmg activities for the year ended October 31, 2006 was pnmanly due to nel proceeds fmm our May 2005 mmal
public offering of $6,436,016. . . o . ‘ -

[ R

For the year ended October 31, 2005, our operating activities used net cash of §3,879, 082 as compared to the year ended October 31, 2004 when net
cash provided by operating activities was $1,616,465. The decreased cash flow from opcrauons for the year ended October 31, 2005 was primarily due to an
increase of $2,238,389 in inventories, an mcrease of §2, ]20 493 in the commadities held at broker and an increase of $1,423,821 m accounts receivable,

) | i -t
. For thc year ended October 31, 2005 our mvestmg acnvmes used net cash of $474, ]47 as compared to the year October 3l 2004 when net cash used by
investing activities was $1,056,179. The.  decrease in net cash used by investing activities for fiscal 2005 was due to decreased purchases of property and -

equipment as the purchase of property and equipment from Premier Roasters occurred in February 2004,

4
RS S . .

For the year ehded October 3 i, 2_005, our ﬁnancing activities provided net cash Of $4,446,552 as compared to the year ended October 31, 2004 when net
cash provided by financing activities was $8,027. The increased cash flow from financing activities was primarily due to net proceeds from our May 2005 initial
public offering of $6,436,016, offset in part by increased net cash payments under our line of credit. Net cash used on our line of credit increased $2,014,857 to
net cash used of $1,621,878 for the year ended October 31, 2005 compared to net cash provided of $392,979 for the year ended October 31,.2004. In addition,
during fiscal 2005, we used $252,000 to fully pay of'fa term loan we no longer utilize

‘We expect to fund our operanons including paying our liabilities, funding capital expendlturcs and making required payments on our debts, through
October 31, 2007 with cash provided by operating activities and the use of our credit facility. [n addition, an increase in eligible accounts receivable and

inventory would permlt us to make additional borrowings under our linte of credit. We also believe we could, if necessary, obtain additional loans by mortgaging
our headquarters, . ,

.- f . . - - “

P W e e ] o , . o

Off-Balance Sheet Arrangements

We do not have any off-balance sheet arrangements that have or are reasonably likely to have a current or future effect on our financial condition,
changes in financial condition, revenues or expenses, results of operations, liquidity, capital expenditures or capital resources that is material to investors.

*
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ITEM 7A. QUANTITAT]VE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK L R vt .';‘!.J '

’ Markel risks relatmg to our operanons result pnmanly from changes in mteresi rates and commodlty pnces as further dcscrlbcd below. . . s
- 3 L. . o et .- . s . I - |,5' e e St

lmerest Rate Risks.’ We are subjcct to market nsk from exposure to ﬂuctuauons in interest rates.’ At October 31,-2006, oiir debi cons:sted of $2, 542 881
of variable rate debt under our revolving line of credit. At October 31, 2006, interest on the variable rate debt was payable prlmanly at 7 47% (or 2: 15% above '
the one- month LIBOR rate) for the revolving Ime of credit. c E - o . R

Commodity Price Risks. The supply and price of coffee beans are subject to volatility and are mﬂuenced by numerous factors whlch are bcyond our " -
control. Historically, we have used short-term coffee futures and options contracts primarily for the purpose of parually hedging and mmlmlzmg the effects ‘of M
changing green coffee prlces as further explained in Nate 2 of the notes to financial statements in this report; In ‘addition, durmg the latter half of ﬁscal 2000 we't - 3
began to acquire futures contracts with longer terms (gcnerally three to four months) primarily for the purpose of guaranteeing an adequate supply of grccn TN SRR
coffee. The use of these derivative financial instruments has enabled us t6 mitigate the effect of changing prices although we generally remam exposed to loss
when prices decline significantly in a short period of time and remain at higher levels, preventing us from obtaining inventory,at favorable prices: We gencrally "
have been able to pass green coffee price increases through to customers, thereby maintaining our gross profits. However, we ca.mmt predu:t whethér we will be
able to pass inventory price increases through to our customers in the future. We believe our hedging policies remain a vital elemem 1o our busmess model not
only in controlling our cost of sales, but also giving us the flexibility to obtain the mventory necessary to continue o grow our salcs whllc mlmmmng margm
cOmpression dunnga time of historically high coffee prices. . . I . S

At Qctober 31, 2006, we held 70 options (generally with terms of two months or Iess) covenng an aggregale of 2,625,000 pounds of'grecn coffce beans
at prices of$l 05 per pound. The fair market value of these options, which was obtained from major financial institutions, was $1 16 313 at Octobcr 31, 2006.

At October 31, 2006, we held 129 future contracts for the purchase of 2,465,000 pounds of coffee al an average price of Sl 05 per pound The market
price of coffee appllcable to such contracts was $1.05 per pound at October 31, 2006.

1 b

ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

_~ See pages F-1 through F-21 following the Exhibit Index of this Annual Report on Form 10-K.

ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND FINANCIAL .
DISCLOSURE '
None. )
.
- lt‘
, :
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lTEM 9A CONTROLS AND PROCEDURES o : Cero e ) . Lo

. Management mcludmg the” Company 5 Presndent, Treasurer-and; Chtef Executive Officer- (who is the Company’s pr1nc1pal exgcutive,, offi cer and -
prmc1pal accountmg ofﬁcer) has evaluated the eﬁ"ecuveness of the Company s disclosure conitrols and procedures {ast deﬁned in.Exchange Act Rules l3a-15(e)
= and J15d- 15(€)) aé of the“énd’ of the. perlod covered by,thls report. Based upon that evaluation, the Company’s Presuient Chlef Executwe Officer and Treasurer

concluded that the dlsclosure controls and procedures were.effective’to ensure that mformanon Tequired to bé disclosed.in the reports the Company fi les and

Company s management mcludmg its prmc1pa1 executlve officer and financial ofﬁcer as appropnate to allow nmely dec15|ons regardmg disclosure” -~ - :
' I . £

o R M !_4\!4 2 e _,‘,1.,‘
i There have been no changes in the Company 5, internal control over financial’ reporting 1dent1ﬁed in connectlon w1th the evaluation that occurred during

. the Company,s last ﬁscal quaner that has matenally affected or that is reasonably hkely to matenally affect, the Company s mtemal control over ﬁnancral
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PART 111 ’ ' b ) v
ITEM 10. DIRECTORS, EXECUTIVE OFFICERS AND CORPORATE GOVERNANCE
Information required by this item is incorporated by reference to the Company’s Proxy Statement for the 2007 Annual Meeting of Stockholders.
ITEM 11. EXECUTIVE COMPENSATION
Information required by this item is incorporated by reference to the Company’s Proxy Statement for the 2007 Annual Meeting of Stockholders,

ITEM 12, SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT AND
RELATED STOCKHOLDER MATTERS

Information required by this item is incorporated by reference to the Company’s Proxy Statement for the 2007 Annual Meeting of Stockholders.
The following table sets forth the aggregate information of our equity compensation plans in effect as of October 31, 2006.

Equity Compensation Ptan Information

Number of securities Number of securities remaining
to be issued Weighted-average exercise price of available for future issuance under
upon exercise of outstanding outstanding options, warrants and equity compensation plans (excluding
Plan category options, warrants and rights rights securities reflected in column {a))
N (@) (b) ©.
Equity compensation plans approved ’
by security holders — — 800,000
Equity compensation plans not
approved by security holders ' — ‘ — : —
Total — — 800,000

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS, AND DIRECTOR INDEPENDENCE

Information required by this item is incorporated by reference 1o the Company's Proxy Statement for the 2007 Annual Meeting of Stockholders.
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_ SIGNATURES

In accordance with Section 13 or 15(d) of the Securities Exchange Act of 1934, the Registrant caused this report to be signed on its behalf by the

undersigned, thereunto duly authorized on January 26, 2007. "

In accordance with the Exchange Act, this report has been signed below by the following persons on behalf of the registrant
L N AR PR

the dates indicated.

ggnature

ALODITI 0L NEET T Lplar 00 FTHER EFIRAT
ety I v P uheetl e L taRT
COFFEE HOLDING CO., INC.
Tatitae o AN
By: /s/ Andrew Gordon
- wigd -
Andrew Gordon
President and Chief Executive Officer .., b mt v nognd -

Wl A DT L Title

and in the capacities and on
Ll L ELERD

re T -

is/ Aﬁdrcw Gordon IRE VL

Andrew Gordon
Date: January 26, 2007

/s/ David Gordon

David Gordon
Date: January 26, 2007

/s Gerard DeCapua

Gerard DeCapua
Date: January 26, 2007

/s/ Daniel Dwyer

.Daniel Dwyer
Date: January 26, 2007

Barry Knepper
Date:

/s/ John Rotelli

John Rotelli
Date: January 26, 2007

fs/ Robert M. Williams

Robert M. Williams
Date: January 26, 2007

‘President, Chief Exetutive Officer, Chief Financial Officér, Treasurer and

Director (principal executive officer and principal financial and accounting officer)

S Ve, i

Executive Vice President -- Operations, Secretary and Director

EI TR P \- [

Director

Director

Director

Director

Director
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REPORT OF INDEPENDENT REGISTERED PUBLIC-ACCOUNTANTS
To the Board of Directors ‘ ) ‘ R T AR . ;
CofTee Holdmg Co., lnc and SubSIdlary o

* + . -

We have audited the accompanying consolidated balance sheets of Coffee Holding Co., Inc and Subsndlary as of October 31 2006 and 2005 and the related .

consolidated statements of income, changes in stockholders’ equity and cash flows for each of the three years in the period ended October 31, 2006. Our audits
also included the financial statement schedule listed in Part’1V, Item 15. These consolidated financial statements are the: responsublhty of the Company s

managernem Our responabﬂuy is 10 express an cplmon on these consol idated fmanc:lal statements based on our audns
. (I

M 1. . . .
We conducted our audits in accordance with the standards of the Public Compeny Accouming Oversight Board {United States). Those standards require that we
plan and perform the audit to obtain reasonable assurance about,whether the consolidated financial statements are free of material misstatement. An audit
includes examining, on a test basis, evidence supporung the amounts and disclosures in the consolidated financial statements. An audit also includes assessing

the accounting principles used and significant estimates made by managemenl as well as evaluating the overall financial statement presem.auon ‘We believe that

our audlls provide a reasonable basis for our opinion. : .. . . . ] K

In gur opinion, the consolidated fi nanmal statements referred to abave present fairly, in all matetial respects, the financial pcsmon of Coffee Holding Co., Inc:

and Subsidiary as of October 31, 2006 and 2005 and the results of its operations and cash flows foi” each of the three years in the period ended October.31, 2006,

in conformity with accounting principles generally accepted in the United States of America. Also, in our opinion, the related financial statement schedule when
’ consndered in relation to'the basnc ﬂnanc:lal statements taken as a whole, presents fmrly in all material respects lhe information set forth lherem '

r . -

T - . /s LAZLAR LEVINE & FELIX, LLP

New York, New York
January 9, 2007

LAZAR LEVINE & FELIX,LLE _ ‘'~ K

s

g S R

L e ]




. Preferred stock, par value $.001 per share; 10,000,000 shares authorized; none 1ssued

N ,
COFFEE -HOLDING CO., INC. AND SUBSIDIARY
- "CONSOLIDATED BALANCE SHEETS - - :
OCTOBER 31, 2006 AND 2005 -
¢ 2006 2005
- ASSETS - .
CURRENT ASSETS: - . - .
e or T T T T ST . LaTes TS T 735468 )
"“Commodities held at broker B o : - 4,330,489 - .- 2,994,394
I Accounts receivablé, net of aliowance_for doubtful accounts of $420,345 for 2006 and 2005, respecuvely_ P "6_,§§_§.§43-"" - ;5,1__52.5?64 v
Inventories - 2,899,543 4,496,578 -
|- Prepaid expenses and other current assets RGN s i S . C328544 | U 272541 |
_ Prepaid and refundable income taxes * ] < +302,003 T T 11,629
[, Deferred income tax assets” - = o T e R o i L i L T221,000 7 <E T U308 600]
TOTAL CURRENT ASSETS - _ , ' 15,728,592 - .. . 13,988,786
i N i I} " X 9 ,\ . b AT l‘:. i e o i 4'4 ‘AA N ‘1‘ 5 [l f‘r S i it \._]
Property and equipment, al cost, et of accumulated deprecratlon of | $4, 159 274 and $3 727,524 For 2006 and I R _
2005, respectively 2,138,951 2,379,952
L Investment’ in joint venture .~ L B et e T e T T T T e, 408,798 SR e L e B -".i"
Due from joint venture c ) ] ’ . ~73,658 -
Deposits and otherassets ..~ ¥ 77 DR N 7 631,869, 1  , "176,575 |
TOTAL ASSETS $- 18,981,858 8§ ~ 16,545,313 :
- .z LIABILITIES AND, STOCKHOLDERS' EQUITYZZ -~ - — el e ]
CURRENT LIABILITIES: ’ .
|_Accounts payable and accrued expenses . . - . .ot - . L S $ - ' 4828689 $ - 4431577 )
" Current portion of obligations under capital lease ' - 1,329
{ . Line of credit borrowings TR 2,542,881 1,063,167 |
[ncome taxes payable - current ' : - . 218864
TOTAL CURRENT LIABILITIES TR AN T TATLST0C L, - 5,714,937
Deferred incomne tax liabilities i - : R F - - 12300 .o 53,700 |
Deferred compensation payable 256,284 - . ' - 135,054
TOTAL LIABILITIES T NEEERE ~ Lot '7,640,154'? "?'i'4_5,903;691.]
MINORITY INTEREST _ .~~~ - % =« =~ -~ = -7 ' . - . T °F SRS R R
COMMITMENTS AND CONTINGENCIES '+ ¢ -~ f .nyr 0 7 0% 7 e = T - i
_ FE
STOCKHOLDERS' EQUITY: ' . " LR A S R T T T e IR

*-Common stock, par value $.001 per share; 30,000, 000 shares authonzed 5,529, 830 shares 1ssued and
- outstandmg for 2006 and 2005, respecuve]y s s

e rssa0; wan f's’;s:io] ;

et
Additional paid-in capital 7,327,023 "?,32?;023_ .
| - Retained eamings . YA i 4,009,151 " > - 3,309,069 |
TOTAL STOCKHOLDERS' EQUITY 11,341,704 +10,641,622

TOTAL LIABILITIES AND STOCKHOLDERS' EQUITY . el

TS 18,951,858, 5 .

16,545,313 ]

The accompanying notes are an integral part of these consolidated financial statements.




COFFEE HOLDING CO., INC. AND SUBSIDIARY
JCONSOLIDATED STATEMENTS OF INCOME
YEARS ENDED OCTOBER 31, 2006, 2005 AND 2004

L s 2006 2005 2004
NET SALES $ - 51,171,202__§ 41,545,345 28,030,389
TOST OF SALES o 43,575,963 33,875,973 20,927.506 |
" GROSSPROFIT ~ - 7,595,239 7,669,372 7,102.883 |
OPERATING EXPENSES: i ]
Selling and administrative 5,585,787 4,854,018 4,746,895
{__ Bad debt expense 29,093 270,000 30914 |
" Officers' salaries 616,052 574,245 622,573
[ TOTALS . 6,230,932 5,698,263 5,400.382]
INCOME FROM OPERATIONS 1,364,307 1,971,109 1,702,501 |
OTHER INCOME (EXPENSE)_._ i
Interest income_ .1, .. 128,967 50,363 11,966
| . Other income ! L __65.310 . - -1
Equity in loss of joint venture (17691y - -
| ., Management fee income L ! 44,403 - -1
“Interest expense (130,101) (110,684) (145,930)
{ .. TOTALS (68,332) (60,321) (133.964)]
TNCOME BEFORE INCOME TAXES AND MINORITY INTEREST IN.
SUBSIDIARY. - 1,295,975 1,910,788 1,568,537
l - -Pravision for income taxes N 602,059 725,653 ’693,195_]_
INCOME BEFORE MINORITY INTEREST 693,916 - -
[ Minority interest in subsidiary 6,166 - -_J
NET INCOME $ 700,082 § 1,185,135 ©$% 875.342_]
| Basic and diluted eamings per share o 3 a3 8 25 8 .22J
[~ Weighted average Common shares outstanding; 1
Basic: - - . 5,529,830 4,721,327 3,999,650 ]
5,599,830 4,776,757 3,999,650

Diluted -+ '* . pra -

The accom'panying notes are an integral part of these consolidated financial statements.
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COFFEE HOLDING CO., INC. AND SUBSIDIARY

CONSOLIDATEP STATEMENTS OF CHANGES IN STOC]_(HOLDERS’ EQUITY !
YEARS ENDED OCTOBER 31, 2006, 2005 AND 2004 1
Additional Paid Retained -
Common Stock - in Capital Eamings Total l
$.001 Par Value s i
Number of ) }
. 7 Shares Amount B I
Balance, October 31,2003 * & = - « . - L 4 03999650 §° 4,000 -$ 867,887-% 1,248,592 § 2,120,479 | ]
. .
Eel income RN R : .o a- : - R -875.342 3_-‘.875,342_] :
- d - = .
: 1
- = ey o ™ - T - . 2 - - - - o -\ [
Balance, October 31,2004« - - °. e e 3,999,650 . 4,000 ~ 867,887 ~ .2,123934 - .. 299582] ’I © :
Sale of common stock 1,610,000 1,610 6,434,496 - 6,436,016 . [:
Return of stock 1o Treasury:Cancelled . ..~ . .7- < oo ~"(B9820) 0 0 .7(90) oo el - CREE T Y. L)
[ssuance of common stock for services 10,000 10 T 24,640 C - 24,650 l
. yet income’ T ,_{ . " e, S e e e e o U LIBSI3S Y 1,]85,[@ t
' Balance, October 31,2005, . .~ - - 5,529,830 5530 .~ 7,327,023 3,309,069 10,641,622 ] ‘-i
Nef incame A - e TET LT 00,082 i U700082], |
~Balance, October 31,2006 _ 5. 1~ ~ .. .. 559830 3 5530.8 ~ 7327023 §__ 4,005,151. 5 . 11341,704] . |

The accompanying notes are an integral part of these consolidated financial statements.
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COFFEE HOLDING CO., INC. AND SUBSIDIARY
h. CONSOLIDATED STATEMENTS OF CASH FLOWS
. YEARS ENDED OCTOBER 31, 2006,-2005 AND 2004

v

2006 2005 - 2004

OPERATING ACTIVITIES: L e .
[ Netincome, ~ 7o o i b § @ s ramreia ST s T 0p,082. 8. ;185,135 § .. 815342}
. Adjustments to reconcile net income:to net cash (used in) provuied by operatmg o
activities: . .. .- -

[ Depreciation 45 < 5 ket e 0 QE‘* B ter e e T g e 431 750 we 373,006 - 363,612 ]

Bad debt expense 7 f 5421 270,000 . 130,914 -
[ " Deforred InCome IXEsvn o 22 L i g e T T e 56,2000 © o (173200) ot (27,200
=+ - < -Loss fromjointventure e e e - 176911 ‘ - -
[s = Changesino operating assets and LiabIlnes . ol « w At 5 8 St T RN
* . " Commodities held:at brokcr e ' ' ' o (1,336 095) (2,120493) - 20,227

[ 5 Accounts réceivable =, 2 %5 i“*w--“ A ,3 T o e o (1,380,693). . (1423820 7 . (1.881,986)]
. Inventories Y i ' 1,597,035 . (2,238,289) * (476,865)

k%7 Prepaid expenses aid other. current ASSELS )1y, wfg,*."x.'v" R T T (56003) . 563,858 L. (244,963)]
Prepaid and refundable income taxes (290,374) O (11,629) R

P " Due from joint venture <% 7 " & %m yw“‘ 3 @’ T T o e L e (73,688), - T ) PSRN

- . .” Accounts payable and accrued EXPENses s .. .. .oed i e 3112 C(227259). 0 2,797.389
£7 35 o5 Income tax payablew}:“’ﬂ:’}g ST TR P e e T (18 864y o L SB86AA (Tt ° 160,000 §-
. Deposits and other assets - ‘ : (328 388) (135,058, . ¢

Net'cash (iised "') P“"’"‘Ed by. 01’"*'““3 REAVItieS ) 57 o T T X (319,564) Fy C(3879,082)F kst 1{6'16,465]
INVESTING ACTIVITIES: ; ‘”’ o T g g adl i ey Bk e eyt v T e ]

"Purchases of property and equ1pmcnt - Lt ' (190,749) ' (466,122) (1 039,479)
[Finvestment in joint venture & -5 wc;EF ,:,‘”L -1.“%5';‘“ '@‘i"” T L e o T (GRS TO0) T e e =]
_ Security deposits AR N - L. ’ (8 025) (l6 700)

Net cash used ll'l investing actlviﬁes ,‘:: 15; _‘"ﬂ‘.r :;“: 'm»‘“?: v o J% ;f; e ”_ . (776,458) L (474 147) . (1 056 ]79)-1

FINANC[NGAchITIEs-T““‘* S A S N N T ST S NN ¥

Principal payments on term loan* : : . . (252,000 © (84,000)

[ "Ret proceeds Trom imitial public ONrNg & wn we Ffre oatreted top o = T NI - eale0l6., . . -
Advances under bank line of credit ) 41,847,244 27,754,052 28,108,814

[ Principal payments under bank line of crédit e : DU (40,367,530) 0 = (29,375.930) " - (27,715.839)]
Payments to related parties - - . (79,646)

i Principal payments ‘of obligations under capnal Tedses; ., = o0kt o g it 1329y (1!5 586) - (221;308)] -

A
.

o
i

4

Net cash provnded by financmg activntles . T o . . 1,478,385 : 4 446 552 ’ 8,027

: M]NORITY INTEREST - ° : T ' (5,666) ‘ . Co.
o ze T e ’5’:;‘? R R TR A R ]
. NET lNCREASE IN CASH ’ : - 376,697 - 93,323 - 568,313
RN AN RSP S SRCRR ER s T e, T T o ]
Cash, begmnmg ofyear . L | . - 735,468 642,145 . 73,832
;’- 3 1'.'— M PR v .:%5 ”.‘n) Ea ;: qu:-u\. i -‘.:' B '-E_,‘"‘\',ﬁ’_ R .. . 1 n ‘-. ] o - - T ... -l
CASH, END OF YEAR L n . h) 1,112,165 § 735468 % 642,145
riﬁ S tho Lo e e iE .»_L \;:.. 'Iw‘?": L L » R ’ ,. ' et - - N - T - *—;_ o hY -i

SUPPLEMENTAL DlSCLOSURE OF CASH FLOW DATA
r Imcrestpald o e L T L -_;_21[7;.{_.5-?“ 7121844 % 103286 % 145,930J

[ PR .

Income Laxespald ’ . , 5 . 831,503 3§ 460,744 § 370,850

On June 10, 2005, 10,000 shares of restricted stock valued at $24,650 were issued for services to be rendered.

"The _accompanyirig notes are an integral part of these consolidated financial statements.




FFEE HOLDI e ‘
DF1 IAL STATEMENT,
2005 AND 2004 '

NOTE 1 :‘BUSINESS ACTIVITIES: . . : o

‘Coffee Holdmg Co., Inc. (the “Company ") conducts wholesale coffee opcranons, including manufacturing, roasting; packagmg, marketmg and

-distributing’ roasted and blended ‘coffees for private labeled accounts and its own brands, and sells green coffee. The Company ] sales are

2 prlmarlly to customers that are located throughoul the Umted States and Canada consisting of supermarkets, wholesalers, gourmet roastcrs “and
;.. % . individually owned and multl unit retailers. . DN NEN

&

The Company owns a 60% interest in Gcnerauons Coffee Company, LLC (“GCC™) effectlve April 7, 2006. GCC is in the same business as the
Company and had limited operations during the period ended October 31, 2006. The Company also exercises control of GCC. As a result of its
60% interest and control, the financial statements of GCC are consolidated with the Company

Lo o ’ teg T .
s o, *4The Company also owns a 50% interest in Cafe I_a Rica, LLC (*CLR") effective March 10, 2006. CLR is in the same busmess as the Company ~ -
. & and is being 1 recorded as an-investment in joint venture, The Company does not exercise control of CLR. As a result, the ﬁnanc:al statements of

'+ CLR ar¢ not consoildated and is accounted for by the equlty method of accounting.

. NOTE 2- SUMMARY'OF SIGNIFICANT ACCOUNT[NG POLIC[ES:

The Cornpany s accounting policies are in accordance with accounting principles generally accepted in the United States of America; Outlmed
bclow are, thosc policies considered to be pamcularly 51gn1f' cant, =

USE OF EST[M;_&TES:

R

The preparatlon of financial statements in conformity with accounting principles generally accepted in the United States of Amerlca reqmres
“management to make éstimates and assumptions that affect certain rcported amounts and disclosures. Accordmgly, actual results could differ
- from those amounts, -
[

BASIS OF PRESENTATION:'

e

The consolldaled f nancial statemetits include the accounts of the Company and GCC. In 2006, the equ1ty method of accounting was used to _
) record the Company s sharo of the loss in CLR.-All'significant inter-company balances and transactions have been ehmmated in consolldauon

_CASH EQUIVA_LENTS:-- '

Cash equivalents represent highly liquid investments with maturities of three months or less at the date of purchase. )

INVENTORIES:
B

¢ tE -
Inventories are valued at the lower of cost (first-in, first-out basis) or market. @

 PROPERTY A_ND EQUIPMENT:

'Propcrty and equipm_ént are recorded at cost and depreciated using the straight-line method over the estimated useful lives of the assets.

F-7 _ : [




FFEE HOLDIN INC. AND Y T . L
‘NOTES TO CONSOLIDATED:FINANCIAL STATEMENTS L '
: ; 2 D2004 - - Co ool

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued): S RN, S
't . HEDGING: - - -

*
. r R - . . . . .
. T A ' B . CL . .

[

© ot «4V SThe Company uses options and fumres contracts to partially hedge the effects-of fluctuations i in the price "of green coffee bcans Options and
futures contracts are marked to market with current recognition of garns and losses on such posmons The Company's dccounting for options
and futures coniracts may increase earnings volatility in any particular period. The Company has.open position contracts held by the broker
-1 which’includes commodities for cash, futures and .options™in the-amount ‘of $4,33(,489 and $2,994,394 at October 31, 2006 and 2005, .
respectively. The Company cla551ﬁe5 its opnons and future contracts as trading securities and accordingly, unrealized holding gains and losses

are included in eamings and nét teflected as a net amount in a separate component of shareholders’ equ:ty : - - .

¢ . -

ot At October 31, 2006, the Company h held 70 options (generally with terms of two months or !ess) covenng an aggregate of 2 625 000 pourids of '
" green coffee beans at $1.05 per pound. The fair market value of these opnons, which was obtained from ma_]or financial institutions, was
- $116,813 at Qctober 31, 2006. a S LR - L -

At October 31, 2005, the Company held 300 options (generally with terms of two months or less) covering an aggregate of 11,250, 000 pounds
of green coffee beans at prices of $.9750 to $1.00 per pOund The fair market value of these options, which was obtamed from a major financial
institution, was $159,750 at October 31, 2005. -

. e ° W . “ ' . p‘ 1 N

. At October 31, 2006 the Company held 129 future contracts for the purchase of 4 837, 500 pounds of coﬁ'ee atan averagc price of $1 05 per -
- pound. The market price of coffee applicable to such contracts was $1.08 per pound aggregating $2,662,200 at. October 31, 2006 At October .
31, 2005, the Company did not hotd any future contracts. . o

+ LR .
. . «
[ e et

,.The Company currcntly has agreements with two. of its wholesale vendors in which it is the suppher at f xed pnees for lines of private Tabel
ground coffee. The Company is the exclusive customer of one of these wholesale vendors. The agreemems general!y contain only pricing terms -
and do not contain minimum purchase requlrements - : o :

Included in cost of sales and due from broker for the years ended October-31, 2006, 2005 and 2004 the Company recorded realized and .

. unrealized gains and losses respeeuvely, on these contracts as follows: Lo oL e gt o~
' . ‘ YEARS ENDED
. OCTOBER 31, , .
: L o ; 2006 - 2005 T 2004
Grossrealizédgains . "~ -, L ool ot Cwe e - S .. 27695078 U 4081339 5 3129479
Gross realized losses ~ ) ' ' -8 (1,462,183) % (3,264,522) §
Unrealized gains (losses)__ _ ~ .~ .~ " 3 o i . 5 347494 S S LI 8-
- 3
2t
3 S 3 .
+
v 5y
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D SC. AND SUBSIDIARY.

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued):

ADVERTISING: ' ' o

i}

The Company expenses the cost of adv ertising and promotion as incurred. Advemsmg costs charged to operations totaled $123,839, $163,007
and $163, 00'.r in 2006, 2005 and 2004, respectively. :

a0 Jﬁ'

INCOME TAXES:

[ [ ‘1- L .

s_- . . + .+

" The Company accounts for i 1neome faxes pursuant to.the asset and llﬂblllly method ‘which requires deferred income tax assets and liabilities o

be computed for temporary dtfl'erences between the financial statement and tax bases of assets and liabilities that will result in taxable or
deductible amounts in the futurc based on. enacted tax laws and. ratcs appltcable to the periods in which the dlﬂ'erences are expected 10 affect

- taxable income: Va]untton allowanees are establlshed when ] necessary to reduce deferred tax assets to the amount expected to be realized. The
income tax provision or credit i is the tax payable or refundable for lhe penod plus or minus the change during the period in deferred tax assets

and liabilities (see also Note 8). . ] al

STOCK OPTIONS: o T e

ot . - .

Effective November I, 2005 the Company accounted for any | stock opnons in accordance wnh the recognmon and measurement provisions of

. Statement of Flnanma] Accountmg Standards ("FAS")y No-123 (rewsed 2004) Share Based Paymem (“FAS 123(R)"), which replaces FAS No.

123, Accounting for Stock - Based Compensauon and supersedes Accounting’ Pnnmples Board Opinion (“APB"} No 25, Accounting for Stock
Issued to Employees, and related 1nterpretanons FAS 123(R) requlres compensatlon costs related to share-based payment transactions,

including employee stock opnons, to be’ recognized in the fnancnal statements In addmon, the Company adheres to the guidance set forth

within Securities and Exchange Commlssmn ("SEC™) Staff Accoummg Builetin (“SAB") No I07 whn:h provides the Staff’s views regarding
the interaction between SFAS No. 123(R) anid- certain SEC rules and regulanons and prov1des mterpretatlons ‘with respect to the valuation of

share- based payments for public compames ) ;o R
A 'J';’a-' e T ’

Prior to November l 2005, the Company accounted for any stock opuons m accordance with APB-No. 25 which employed the intrinsic value
method ol' measuring compensation cost. Accordmgly. compensauon expense would have- been recognized for fixed stock options if the

. exercise prlce of‘ the optton equaled or. exceeded the falr value of the underlytng stock at the grant date (See Note 11).

EARNINGS PER SHARE: | _,,x» o

,‘- R L P '.". . . I

The Company presents “basic’ and, if app]lcable "dtluled earmngs per common share pursuant to the prowsmns of Statement of Financial

. Accounting Standards No. 128, “Earnings per Share™. (“SFAS 128") and certain other financial aecounnng pronouncements. Basic eamtngs per

common share are calculated by dwndmg net income by the weighted average number of common shares outstandmg during each pertod The

calculation of diluted eammgs per commén share is similar to that of basic eammgs per common share, except that the denominator is

increased to mclude the number of additional common shares that would have beeri outstandmg if all potennally dilutitive common shares,
such ds those issuable upon the exercise of stock | opuons were issued dunng the penod

"t




R 31,2 2 ND 2004

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued):

Voo .
1 i -

EARNINGS PER SHARE (Continued):

The weighted average common shares (:)utslanding used in the computation of basic eamnings per share was 5,529,830, 4,721,327 and 3,999,650
for 2006, 2005 and 2004, respectively. The weighted average common shares outstanding used in the computatmn of diluted eammgs per share
was 5,599,830, 4 ,776,757 and 3 999 650 for 2006 2005 and 2004, respectively.

'

FAER YALUE OF FINANCIAL INSTRUMENTS:

Coad

. E ok ] . Fas
" The carrying amounts of cash and cash equivalents, accounts receivable and accounts payable approximate fair value because of the short-term
nature of these instruments. Fair value esnmates are made at a specific point in time, based’ on relevant market information about the financial
instrument when available. These estimates are subjective in nature and involve uncertainties and matters of sng;mﬁcam judgment and therefore,

- cannot be determined with prec:s:on Changes in assumpuons cobld significanily affect the esumates

-

REYENUE RECOGNITION: . B

The Company recognizes revenue in accordance with Securities and Exchange. Commission Stafl Accounting Bulletin No. 104, “Revenue
Recognition™ (“SAB_104™). Under SAB 104, tevenue is recognized at the point of passage t6 the customeér of title and risk of loss, when there

“is persuasive evidence of an arrangement, the salés price is determmable and collection of the resulting reccwable is reasonably assured. The .
Company recognizes revenue at the time of shlpment .

P . . ,- . . PP I N I
. .

" The Company sells its pmducL'; wnhout the’ nghl of return. Rerums and allowzmces are recorded when a customer claims rccelpl of damaged
- goods. The Company |n turn seeks relmbursemem from the shlpper

. ,"’
et . -
.

Slotting fees: Certain retailers requ1re the payment of slotting fees in order to obtain’ space for the Company’s products on the retailer’s store
shelves. The cost of these fees is recognized at the earlier of the date cash is pald ora llabl]ny to the retailer is created. These amoums are
included in the deten'nmalmn of cost ofgoods sold.

. o E ’ .ot ‘r‘.: ¥ LRSI '-. . . ) - o .-
Discounts: The cost of these discounts are recogmzed at the date of the sale. These amounts are included in the determination of net sales.
Volume-based incentives: These incentives typically involve rebates or refunds of a specific amount of cash consideration that are redeemable
only if the reseller completes a s'péciﬁed cumulative level of sales transactions. Under incentive programs of this nature, the Company
estimates the anticipated cost of the rebate when it records the sale. These amounts are included in the determination of net sales.

. . : ; fe - , Lo Lo e 'y
Cooperative advertising: Under these arrangements, the Company will agree to reimburse the reseller for a portion of the costs incurred by the
reseller to advertise and promeote certain ‘of the Company’s products. The Company will recognize the cost of cooperative advertising programs
in the period in which the adveruslng and promotmnal aclivity first takes place. The casts of these mcentlvcs are 1nc|uded in advertising
expense. - . . Ll

W
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.RECLASSIFICATIOP_{S: e L

RECENT ACCOUNTING PRONOUNCEMENTS:

EFEE HOLDI 2IN AND BSID ' e

TO CONSOLIDATED FINANCIAL STATE ENT, - Bl
OCTOBER 31, 2006, 2005 AND 2004 co 5T,
* NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLlClES_((_.'pnjinued):; Ca g S s T
SHIPPING AND HANDLING FEES AND COSTS: by ) '

e EEREIY -

. In accordance with EITF No. 00-10 “Accounting, for Shlppmg and Handltng Fees and Costs revenue recetved from shtppmg and handlmg
fees is reflectéd in net sales. Costs associated with Shlpplng product to customers aggregatmg approxlmate[y $l 592 000, $1,358,000 and

$1,197,000 for the years ended October 31, 2006, 2005 and 2004 respectlve]y s included in selling and admtnlslrallve expenses

. W

PO
- SR e
" R T

Prior ‘years fi f' nancral statements have been reclassified to eonform wnth current years presentauon

raremem of Financial Accountmg Smm!ard 1 55, Accounnng for Certam Hvbnd Fi mancml Instrumg { ts (“SFAS No 1557)

e, s . I3

In February 2006 'the FASB amended SFAS No. 133 Aecounttng for Denvanve Instruments ‘and’ Hedgmg Activities”, and SFAS No 140,

Accountmg for Transfers “and Servtcmg of Financial" Assets “and Exttngutshments of Llabtlmes with the 1ssuance "of SFAS No.* 155,
“Accountmg for Certain Hybrid Financial Instruments”. SFAS No. 155 resolvés issues addressed in'the carlier standards arid is &ffective for all
financial instruments acquired or issued after the beginning of an entity’s first fiscal year ‘that begins after September 15, 2006.

L LI L L

- . . - v, i -

S!aténtemo Financia, Accounrin S-mndar 156, Accounting for Servicing o, Financidl Assets (“SFAS No. 156”

-Tn March 2006, the FASB tssued SFAS No. 156, “Accounting for Servicing of Fmanctal Assets” which amended SFAS No. 140, “Accountmg

for Transfers and Servicing of Financial Assets and Extlngulshments of Ltabllmes with respect to the accountmg for separately recognized
servicing assets and servicing liabilities. 'SFAS 156 permits an’entity to choose either the amortization method of the fair” value .measurement

method for each class of separately recognized servicing assets or servtctng Ilabtlttles The appllcanon of thls statement is not expected to have ’
‘Tan 1mpact on the Company s financial statement - . ;

-

Statement of Financial Accounting St amiard 157, Fair Va!ue Measuremems (“SFAS 15 7"1 - L . ' . c

voa'h - --“..r., e T

measure assets and liabilitics, The standard applies whenever other standards requn‘e {or permtt) assets or habllttaes to be measured at farr

value. The standard docs not expand the use of fair value in any new ctrcumstances . . .
T S B IR ¥
% . Y T

This Statement is effective for ﬁnanctal statements issued for fiscal years beginning after November 15, 2007 and inferim periods wn.hm those"
fiscal years. Earlier application is encouraged prov:ded that the reporting entity has not yet issued financial statements for that ﬁscal yéar,
including financial statements for an interim period within that fiscal year’

v

- In_September 2006, the Fmancla! Aecountmg Standard Board tssued a’ standard that' prowdes enhanced gutdance for usmg fair value to -

&
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OFFEE H LDI 5L INC. N’D‘ IDIARY -

: *NOTES TO ( LIDATED FINANCIAL STATEMENT K s
. o ‘Q"'QTQ_BERst,zogg,zoos AND 2004 © - - :

.

L T v'ln September 2006 the Financial: Aecountmg Standard Board issucd a standard that provrdes |mproved ﬁnancta] repomng by requtrtng an -
oL * - employer to recognize the overfunded or underfunded status: .of a defined benefit postretrrement plan (other | than ‘a multtemployer pldn) as an
’ ’ =+ asset.or liability,_in tts statement of ﬁnanctal posrtlon and to recogtttze changes m that funded status tn the year: m whtch the changes occur .

- . improves ﬁnanctal reporttng by requlrmg an’ employer to'measure the funded status of a plan as of the date of its year-end statement of

" financial position; with limited excepuons This. Statement amends Statement 87,-FASB Statément No. 88, ‘Employers’ Accounting Jor

. Setlements and Curtailtents of Def ned Benej‘ it Pensran Plans and for Termination Benef its, Statement 106, and FASB Statement No. 1327
(rev1sed 2003),: Employers Disclosures- about Penstons and Other Postretirement, Benefi its, and .other related accountmg ltterature The o

cyt requtred date of adoptton of the recogrtmon and dtsclosure provrstons of this Statement” dtffers for an employer that is an issuer of publtcly

traded equity securities (as defined) and’an- employer that Is, not “An employer with publtcly traded equtty gecurities s requited to 1mt|ally
8 recogmze the funded status ofa def'med benef' t postrenrement p]an and to prov1de the requtred drselnsures as of the, end of the ﬁscal year N
endmg aﬂer December,lS 2006 P . : . NRETI. . o -

L o ’ + Current }'ggr Financr’&! szgmgnrsf“

.

ln September 2006, the SEC stafl' tssued Staff Accountmg Bulletin No. 108, "Constdermg the Effects of Prior Year Mlsstatements when .

Quant1fy1ng Misstatements in Currem Year Financial - Statements " SAB 108 was 1ssued 1n order to eliminate the d1verstty of practtce

- o T surroundmg how publtc compames quanttfy ﬁnanctal statement mrsstatements L o o v'” . e
Tradttlonally, there have been two Wtdely recogmzed methods for quantifying the effects of financial statemem mtsstatements the Fol] -over”

' -+ method and’ the *iron curtatn” method The Toll-over methad focuses primarily on the 1mpact of a mtsstatement on the incomé statement— -~

e mcludmg the reversing effect of prior year misstatements—but its use can lead to the: accumulatron of misstatements in the balance sheet. The

.. -irontcurtain method, on the other hand foduses prtmanly on the effect of correenng 'the pertod -end balanee sheet with less empha51s on the -

"-reversmg effects of prtor year errors on the income statement . . ., o LT
. Ao o . " P i

N “u,y, ﬁ-., PR

e .
: ln SAB 108 the SEC staff estabhshed an approach that requtres quantlf“ eatton of fi nanctal statement mtsstatements based on the effeets of the
mtsstatements on-each of the eompany 5 ﬁnanctal statements and the related ﬁnanctal statement d1sclosures

s . l o
.. R t Leab o ’ T
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NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued):

RECENT ACCOUNTING PRONOUNCEMENTS (Comihued):* ’

This model is commonly referred to as a "dual approach" liewuse it requires quannﬁcanon of errors under both the i iron curtain and the roll-
over methods. SAB 108 perrmts existing pubhc compames to'initially-apply its provisions either by (i} restating prior financial statements as if
the "dual approach" had a]ways béer used or (ii} recording the cumulative effect ofmmally applying the "dual approach” as adjustments to the
carrying values of assets and liabilities as of January 1, 2006 with an offsetting adjustment recorded to the opening balance of retained
earnings.

i . R b . . v T

Financial Accounting Standards Board (FASB) No, 48, Accounting for Uncertainty in fncome Taxes (“FIN 48"

C g T . \ . LT . e . V-

In July 2006, the Financial Accounting Standards Board (FASB) issued FASB Interpretation No.'48, Accounting for Uncertainty in Income
Taxes - an interpretation of FASB Statement No. 109 (FIN 48), which provides clarification related to the process associated with accounting
for uncertain tax positions recognized in consolidated financial statements: FIN 48" prescribes a more-likely-than-not threshold for financial
statement recognition and measurement of a tax position taken, or expected to be taken, in-a'tax return. FIN 48 also provides guidance related
to, among other things, classification, accounting for interest and penalties associated with tax positions, and disclosure requirements. We are
required to adopt- FIN 48 on November 1, 2007, although early adoptmn is pertmtted We are currently evaluatmg the i !.mpacl of adopting FIN
48 on our consolidated financial statements, oo

F-13
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NOTE 9 - COMMITMENTS AND CONTINGENCIES: : A1

OPERATING LEASES: .

) The Company_occupies warchouse_facilities under an operating lease, which was set to expire on August 31, 2006. The lease was
rencgotiated effective February 2006 for a term of five years, expiring on January 31, 2011, at a monthly rental of $15,000. The lease
requires the Company to;pay utilities and other maintenance expenses. Rent charged to operanons amounted to $161,000, $90, 000 and
$59,030 in 2006 2005 and 2004, respectively. -

P T o PR

The Company also uses a variety. nf independent, bonded commercial warehouses to sr.ore its green coffee beans,

Sk FL- VR R

b) In February 2004 the Compa.ny entered into a lease for ofl' ice and warehouse space in La Junta City, Colorado. This lease, which is at a
monthly rental of $8,341 begmnmg January 2005, expires on fanuary 31, 2024,

. e

The aggregate minimum futurg lease payments as of October 31, 2006 for each of the nexl five years and thereafter are as follows;

QOctober 31, .
5007 R - £y N - :r:;" e L D T T ‘ T — T R -5 . 280,0&_’
2008 : s - T T : ' o 280,093
2009 . O S I ARSI 280,093 |
2010 © o £ e ' 280,093
2001 A i G - 145,093 |
Thereafter ) 1,326,232
I NP RN MLLBAIAS oy o ',‘.;;i“: FATRLTTT e M A T . N A TR . . -l
- o o) = M

' $ 2,591,697

FERNEY: Vi BRI 7 SR I v . L [T e

LEGAL PROCEEDINGS:

The Company is 4 patty lo various legal proceedings. In the opinion of management, these actions are routine in nature and will not have a
material adverse effect on the Company’s financial statemems in subsequent years.

401 (K) RETIREMENT PLAN: : :

The Company has ‘aﬁ40‘l(k\) Retirement Plan, which covers all the full time employees who have ‘completed one year of service and have
reached their 21% birthday. The Company matches 100% of the aggregate salary reduction contribution up to the first 3% of compensation and
50% of aggregate contribution of the next 2% of compensatmn Contributions to the plan aggregated $54,807,:$53,350 and $12,500 for 2006,
2005 and 2004, respcctwely
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.NOTE 9 - COMMITMENTS AND CONTINGENCIES (Continued): T v \
MARKETING AGREEMENT:
;',,h 7 -

In May 2005, the Company entered into a one-year agreement with a’ ﬁl.arketing firm. The Company paid the firm $8,000 per month and at
closing, issued 10,000 shares of stock valued at $24,650 for services renderéd. As of October 31, 2006, this agreement has been Lerminated.

£t

"* NOTE 10 - CONCENTRATION OF CREDIT RISK:

Financial instruments that potentially subject the Company to concentrations of credit risk consist principally of cash and cash equivalents,
commodities held at broker and trade accounts receivable. The Company maintains its cash and cish equlvalems in bank and brokerage zccounts,
the balances of which, at-times, may exceed Federal insurance limits. Allhough at Oclober 3L \2006 and 2005 the Company did have cash
balances that exceeded the Federal i insurance hmlts they have not experienced any lossesin such’ accounts and monitor the soundness of the
~. financial institutions on a periodic.basis. The net balance of the Company’s investments in derwanve financial instruments also represents

_ > commodities held at broker. Exposure to credit risk is reduced by placmg such dcposns and mvestments with major financial institutions and
P monltonng their credit ratings. . . .

Approximar.e]y 30% and 6% of the Company’ s ‘sales were derived  from 1wo customers in 2006. Those customers alse accounted for

approximately $777,000 and $241,000 of the Company’s accounts receivable balance as of October 31, 2006. Approximately 28% and 8% of the

- Company's sales were derived from two customers in 2005, Those customers ‘alsa accounted for approximately $314,000 and $249,000 of Lhc

Company's. account. receivable ba]a.m:e at October 31, 2005. Approximately 22% and 11% of the Company s-sales were derived from two

. of October 31, 2004. Concentration of credit risk with respect to other trade receivables are limited due 1o the short payment tefms generally

extended by the Company; by ‘ongoing credit evaluations of customers; and by maintaining an allowance for doubtﬁ.lt accounls Lhal management
believes WIll adequately provide for credit losses. .
) Management does not believe t'h;al credit risk was significant at Oi:lo-bt'ér 3:] . 2006 and 2005.

P

L,

‘NOTE 11 - STOCK OPTION PLAN:

) On February 10, 1998 the Company s stockholders consemed to the adoption of the Company 5 stock opuon plan {the “Plan") whereby incentive’
L and/or non-incentive stock options for the purchase of up to 2, 000 000 shares of the Company’s common stock may be granted o the Company’s
’ - directors, officers, other key employees and consultants. Under the Plan the exercise price of all options musl be al ]east 100% of the fair market
- value of Lhe common ‘stock on the date of grant (the cxemlse price of an incentive stock option for an opuonee that holds more than 10% of the
_ combined volmg power of all classes of stock of the Company must be at least {10% of the fair market vatue on the date of gram) “On June 21,
2004, the plan was amended o reduce the number of shares of common stock reserved for i issuance under the plan from 2, 000 000 to 800,000,
subject to adjustmem for stock splits, sr.ock dmdends reorgamzauons mergers, recnpnallzatmns or other caputa] adjustmcnts

oo M .
AR .o - - . o -

As of October 31, 2006 no options had been gramed pnder the Plan, since its inccption.

F-19: . ’ - v

customers in 2004. Those customers also accounted for approximately $400,000 and $458 000 of the Company’s accounts receivable balance as-

Ay

W
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NOTE 12 - MAJOR VENDORS/RELATED PARTY: - o oo

Durmg fiscal 2006, 77% of the Company 5 purchases were from ten vendors.. Two ‘of these vendors: accounted for 30% and 10% of total
“purchases, respectively. These two vendors accounted for approxlmately $605,000 and $410,000 of the ‘Company’s accounts payable’at October
31 2006 respeclwely Lo . U .

During fiscal 2005 85% of the Company ] purchases were from ten vendors. Two of these vendors accounted for 43% and 8% of total purchases, 3 I
respectively. These two vendors accounted for approxlmalely £1,457,000 and $165,000 of the Company’s accounis payab]e at Octaber 31, 2005
respecnvely

A

Dunng ﬁscal 2004, 81% of the Company $ purchases were from len vendors Two of these vendors accounted for 34% and 11% of lmal
purchases, respectively, These two vendors accounted for approxlmately $1,028, 000 and $246, 000 of the Company'’s accounts payable at October

31, 2004 respectively. e ek - . . ) S e . ot

In addluon an employee of onc of these vendors is a director of the Company Purchases from that vendor totaled approumately $]3 841 000 .

$12,969,000 and $6,075,000 in 2006, 2005 and 2004, respectively. Management does not believe that the loss of any one vendor would have a .

ma:enal adverse eft"ecl on the Company s operations due to 1he avatlabllny of many alternate supphers
VOTE 13 I\ON-QUAL[FIED DEFERRED COMPENSATIOV PLAN:
“In January 2005, 1he Company estabhshed the “Coffee Holdmg Co., Inc. Non-Qualified Deferred Compensauon Plan.” Curremly, there is only
" ‘one pamcrpant in the plan Within the plan guldeimes this employee is defemng a porllon of his current salary and bonus.

EEN

- -

NOTE 14 - SALE OF COMM(_)N STOCK: . . T
T “The Company entered into an agreement with Max1m Group LLC (“Maxlm ") for Mﬂx]m to serve as the Company s ﬁnanc1a| advisors and lead -
managing underwriter for a. public offering of the Company s common stock. Subsequemly, Maxlm and Joseph Stevens & Company, [nc..

{“Joseph Stevens") emered into an agreement pursuant to which Joseph Stevens agreed to acl as managmg underwrner and Maxim agreed to

- parucnpate in the underwrmng syndicate for the offering. _ , T ~

Y . i -
¥,

The ofl'enng of 1,400, 000 shares concluded on May 6, 2005 and on .lune 16, 2005 the underwrlters exerctsed their ‘right 1o purchase 210, 000

. . additional 5hares of common stock (the over-allotment optlon) at the public offering price less the underwmmg ‘discount {(ten percent). An ~

E "'aggrcgale of'1.610,000" shares of the Company’s common ‘stock -were sold in'the offering at'a price’of $5.00 per share The Company paid
'  §25,000t0 Maxlm upon the t'lmg of a'registration statement for the offenng with'the United States Securities and Exchange Commission, which
amount was spiil between Joseph Stevens and Maxim. The Company also pald to Joseph Stevens and Maxim a non-accountable expense
allowance less amounts previously paid to Maxim, equal to three percent of the gross procéeds derived from the public offering. The Company
also sold to Joseph Stevens and Maxim for $100, warranis to purchase 70,000 shares of common stock at a price of $6.00 per share. The fair
market value of these warrants was charged and credited.to additional paid-in capital. The warrants are exermsablc for a period of ﬁve years and
contain prov1510n5 for cashless exercise, anti-dilution and piggyback registration rights, : -

During 2005, a former shareholder returned 89,820 shares of common stock for no consideration.

LT P20
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NOTE 15 - QUARTERLY RESULTS OF OPERATIONS: - .+ .

[

. T , The following table presents unaudited qu_a'rterty results of operations for the four quarters ended October 31, 2006 and 2005. We believé that
Lo all necessary adjustments, consisting only of normal recurring adjustments, have been included in the amounts stated below to present fairly
. such quarterly information. - - C
) " - . . v v A - .

2006 .. T T o RS
Net Sales « =~ ";Eh': L e e TR *_\ B e e g '.'313,2_31_4_‘845."" [T =[2’,Qﬂ),928‘V$w~-""f"‘°"ll',8_5_§,581,“5"$-;§§w_, 13.456,848.]
‘Gross prefit . T T 72325443 - 862,694 - 1,941,651 T L 2,465,451

: Nét income (loss) .
D:luted cammgs (Ioss) per sharei T

.,‘ - P .‘-

519,638 (284,234) . 179,450 .-~ = 285228

“r

o ¥ e A

B )
Lo

vzoos R T N I R S D R AR P |
-1NetSales Do i c Ll 8T U8060,280  § 10,173,230 % ]0782680 $ 12,529,155

s Grossprofit. =7 A e o T T e e T e 2072267 o 3353858 -+ 1033458 -*», 2,310,789 |
. Income (loss) from operations 3= . - S wh . 676,881 © 1,003,371 {792, 607)' e ,083,464
. Netincome (lossyr e 19 e R o T e SRR T T C40008) b GS0R336 ¢ . (447,875). .. 632,373 ]
Diluted eamnings (loss) per share T8 JOOs 15 8 C(08) $

:
ha +
.
i
%
I,
.
Y
F-21
L.
L .
< oW 4 - .

. _ " 'First Quarter Second Quarter ...  Third Quarter..  _ Fourth Quarter. . __

Income (IOSS) from’ operatlonshL PRI Ji,.\, b e 906631, - (492,069 & T AR5 8434 L . b - 564,802 i

09 8 e (08 8 e 0378 05
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Schedule 11

Coffee Holding Co., Inc.
Valuation and ‘qualifying accounts .
for the years ended October 31, 2006, 2005, and 2004 -

oo - (¢) Additions
. -Charged to

trade receivables

Allowance for doubtful accountson,» .

et

. Lo . .
" - . 119,435 - &

30914 §°

(reversed from) : : . .
(b) Balance at " Costs and (d) Deductions - (e) Balance at - .
B (a) Description 4 ) Beginning of-Year Expenses -Net Write-Offs End of Year
Year Ended QOctober 31, 2006: ) ' -7 ] L Co i
1 - Allowance for doubtful accounts on _ . L ' o R
trade receivables N $ 420349 S .+ .. . &, " 420,349
Year Ended October 31,2005: ' v ~7 - & ~° i N R
Allowance for doubt' accounts on o . - l"'. L
trade receivables : 5. 150,349 & . 270,000 § " 420,349
B L 2 - T - 1
Year Ended October 31, 2004: .” B ) S ]
PO I R G
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